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SUMMARY 


Twenty-five years ago, little expectation of the growth of a beet- 
sugar industry, 189. — Great growth since 1890, 191. — Concentration 
in the far West, 193. — Climatic advantages of the arid region, 195. 
— Intensive cultivation required, 197. — A large labor supply needed; 
an agricultural proletariat ? 199.— The sugar manufacturers active 
in procuring the labor, 202. — Little beet sugar in the Central West, 
203. — The explanation is in the principle of comparative cost: corn 
is more profitable, 204.— The situation in Michigan, 207. — The 
beet-sugar manufactories, 208. — Can the argument for protection to 
young industries be advanced ? 212. 


Over twenty years ago I published, in the columns 
of this Journal, a paper in which the tariff was con- 
sidered in its bearing on certain industries, among 
them the culture of the sugar beet.1 The general 
thesis of the paper was that those industries in which 
much hand labor is required are not adapted to the 
economic conditions of the United States; that those 
in which machinery is much used are carried on here 

1 “Some Aspects of the Tariff Question,” Quarterly Juurnal of Economics, April, 
1889. With some alterations, serving to bring the statistics to later date, the paper 
was reprinted in several editions of my Tariff History of the United States. In the 
very last edition of the Tariff History (1910) it was not reprinted, because fuller treat- 
of recent industrial changes had become necessary than I could then give. The aim 


of the present paper is to undertake, for the beet-sugar industry, the needed re-exami- 


nation. 
189 











190 QUARTERLY JOURNAL OF ECONOMICS 


with a comparative advantage; and that the failure 
of some high duties to bring about the expected domes- 
tic production of the protected articles is explicable 
on the ground that industries requiring much hand 
labor are carried on here under a comparative dis- 
advantage. This explanation was applied not only 
to manufactures, but to some phases of agriculture, 
and among the latter to beet-raising. Notwithstanding 
high duties on sugar, and a consequent high protection 
for any sugar-beet industry that might appear in this 
country, and notwithstanding considerable propaganda, 
there had been no cultivation of beets, and hence of 
course no sugar-making; while yet, on the Continent 
of Europe, the beet-sugar industry had long held its 
own against cane sugar without any protection what- 
ever. The explanation was found in the fact that 
beets require intensive cultivation, and, moreover, 
intensive cultivation of a sort that calls for much hand 
labor in the fields. American agriculture is usually 
extensive. Moreover, agricultural machinery is de- 
veloped and applied to a degree not known elsewhere. 
The farmers turn to those extensive and machine- 
using ways of cultivating the soil, especially for grain 
crops, which they find the more advantageous. Hence 
they do not raise flax or hemp for fibre, — here also 
intensive cultivation and hand labor are called for. 
For the same reasons they do not raise sugar beets, 
and it is not to be expected that they will. 

The prediction thus made, or at least implied, has 
not been verified by the course of events during the 
last two decades. As is known to every one who has 
observed the course of the sugar trade, the beet-sugar 
industry has developed to an extraordinary extent. 
It began to grow almost immediately after the publi- 
cation of my paper (1889). The beet-sugar product 
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quadrupled between 1890 and 1900, and more than 
quadrupled between 1900 and 1910,— a remarkable 
rate of growth. Far from remaining insignificant 
and quite negligible, its contribution to the country’s 
sugar supply has become more and more important. 
In recent years, the beet-sugar output has surpassed 
that of Louisiana cane sugar, has equalled that from 
Hawaii, and has itself been surpassed by the supply 
from one source only,— Cuba.'! In round numbers, 
over one billion pounds of beet sugar have been pro- 
duced in each of the last three years. It would seem 
that the risks of prediction in economics could not 
be more dramatically illustrated, or the discomfiture 
of the prophet more complete. 

None the less, I believe that the general reasoning 
which I applied in 1889 was sound; and not only was 
the reasoning sound, but its application to the partic- 
ular case was justified. The unexpected development 
of the beet-sugar industry is one of those cases in which 
the apparent exception serves to illustrate and enforce 
general principles. It is the result of new agricultural 
and industrial conditions. 


The beginnings of this growth of beet-sugar making 
fall in the period during which the tariff act of 1890 
was in effect. Barring a slight amount from one or 
two California enterprises, no beet sugar at all had 
been produced before that date. The act of 1890, 
it will be remembered, admitted sugar free of duty, 
but gave domestic sugar makers a bounty of two 


1 The more important contributions to the total sugar supply of the country in 
1909-10 (about 7,400 millions of pounds) were, in round numbers, — 
from A ie th gl hs 6 6 41S 6 SOS Ce eo 0 3,500 m. Ibs. 
ig ki ig, ak ete Sater alae andere sea 1,025 “ “ 
, EM Re td & 4.20, dee RRS RS OOo O58 1,110 * 
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cents a pound. It would seem obvious that this put 
the domestic producers in no better position than 
before. The previous duty of two cents being abol- 
ished, their sugar fell in price by that sum; they 
simply got the bonus outright, instead of in the indirect 
form of an enhancement of price. Nevertheless the 
bounty of 1890 appears to have had a stimulating 
effect on the beet-sugar industry.. There may be 
a psychological influence from the direct payment; 
just as there is a vast difference in the effect on people’s 
state of mind between collecting taxes directly and 
collecting them through levy on producers of com- 
modities, or merchants, who recoup themselves by 
higher prices. Probably no less effective than the 
bounty at the start, and more effective as time went 
on, was the propaganda of the Department of Agri- 
culture. That Department has preached beet sugar 
in season and out of season; has spread broadcast 
pamphlets dilating on the advantages of beet-growing 
for the farmer and giving minute directions on methods 
of cultivation; has maintained a special agent, who 
kept in touch with the manufacturers and farmers, 
and annually reported on the progress of the industry. 
The result was familiarity with the possibilities through- 
out the country, the removal of all obstacles from 
inertia and ignorance, and a rapid development in 
all regions where there was a promise of profits. 

What, now, are the regious in which the profit has 
been such as to lead to great development? The 


1 “ Tt is certain that it [the tariff act of 1890] gave new hope to both operators and 





» and bet the time this act went into effect, in October, 1890, and the 
following June, some $6,000,000 had been invested in beet-sugar factories in this coun- 
try. ... This small bounty, even for a brief time, was a wonderful stimulus to the 


struggling industry.” G. W. Shaw, in Bulletin no. 149 (The California Sugar Industry) 
of the University of California, 1903, p. 17. 

On the bounties which several states have given, see the note by Mr. P. T. Che- 
rington, in this Journal, infra p. 381. 
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accompanying tabular statement shows what the 
situation has been since 1900,— the period during 
which the growth has been most marked and its geo- 
graphical distribution most easily followed. 


Bret Sugar Propuct In THE UNITED STATES 
(IN MILLION POUNDS OF SUGAR) 











Total Pace Utah | Colorado) Michigan — p ove ond 
1899-00 163 85 19 2 33 rey 24 
1900-01 172 57 17 13 55 os 30 
1901-02 365 | 140 28 45 105 6 41 
1902-03 438 | 159 38 78 109 8 46 


1903-04 466 | 136 46 89 128 11 56 
1904-05 470 93 57 111 104 22 83 
1905-06 635 | 144 48 209 122 27 85 
1906-07 9704 178 82 343 177 36 154 
1907-08 852 | 180 93 245 171 37 126 
1908-09 1,025 | 255 98 299 212 34 127 
1909-10 ‘| 1,120 | 280 77 206 278 36 243 
1910-11 1,019 | 291 76 206 260 38 148 





























One fact is obvious on a cursory inspection of these 
figures. The beet-sugar industry is in the main massed 
in the far West, —in California, Utah, Colorado, and 
the adjacent region. The agricultural belt of the 
Central States has a very slender share. Only one 
state in this part of the country, Michigan, makes a 
considerable contribution to the supply. Wisconsin 
.adds a very little. No other state in the central 
region has more than one beet-sugar factory. Barring 
Michigan, the production of beet sugar may be said 
to be confined to the Rocky Mountain and Pacific 
States. In 1909 the four states of California, Colo- 
rado, Utah, and Idaho contained 250,000 acres out of 


1“ This large increase was made possible by -the unusually favorable weather 
conditions throughout the campaign.”’ — Willett & Gray. 
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a total of 420,000 used for beet culture,' and produced 
nearly 700 million pounds of sugar out of a total of 
1000 millions. 

The explanation of this geographical concentration 
does not lie in any obstacles from climate or soil in 
other parts of the country. The beet flourishes over 
a very wide area. An instructive pamphlet issued 
by the Department of Agriculture shows the zone in 
which the sugar beet may be expected to “ attain its 
highest perfection.” * This zone or belt, two hundred 
miles wide, starts at the Hudson, and sweeps across 
the country to the Dakotas; turns southward through 
Colorado, New Mexico, and Arizona; and then, turning 
again, proceeds west and northwest through California, 
Utah, Idaho, and the Columbia valley. It includes a 
great part of the North Central region. Yet in this, 
the most important and productive agricultural region 
of the country, there is virtually no beet-growing 
or sugar-making, except, as just mentioned, in Michi- 
gan. The climatic and agricultural possibilities are 
not turned to account until the far West is reached. 

Two circumstances are dwelt on by those well in- 
formed concerning the conditions favorable to beet- 
growing in this western region: the climate and the 
special advantages of irrigation. 

The variety of the beet suitable for sugar-making 
flourishes in a cool climate; but it needs plenty of sun. 
“ Abundance of sunshine is essential to the highest 
development of sugar in the beet. Other things being 
equal, it may be said that the richness of the beet will 
_ be proportional to the amount — not intensity — of 


1 I derive these figures from the Statistical Abstract for 1910. 


* The Sugar Beet, by H. W. Wiley (edition of 1908); Farmer's Bulletin 52. The 
map is at page 5. 
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the sunshine.’”’! Evidently the cool region of cloud- 
less sky in the arid West, including the high-lying 
parts of Arizona and New Mexico, meets this condi- 
tion perfectly. 

Again: “in respect to moisture, the sugar beet is 
peculiar in some respects. . . . There are three periods 
in the life history of the sugar beet which demand 
entirely different treatment so far as moisture is con- 
cerned: (1) the germinating or plantlet period; (2) 
the growing period; (3) the sugar-storing period.” 
During the first “ the beet needs sufficient moisture 
and warmth to germinate and start it, but never an 
excess.”” During the second, ‘‘ the beet needs little 
if any moisture.”’ During the third, or sugar-storing 
period, ‘‘ the plant should be given no water. The 
conditions desirable at this period are plenty of light 
‘and dry cool weather. If the beet is given moisture 
to any considerable extent, it will be at the expense 
of both sugar and purity.” * 

It is clear that the irrigated regions of Colorado, 
Utah, Idaho, Montana, supply just the right com- 
bination of climate and moisture: cool temperature, 
abundant sunshine, moisture as needed, absence of 
moisture when harmful. Hence Colorado and Utah 
are described as the ideal beet-sugar states. ‘‘ Con- 
sidering everything, Utah is the ideal beet-sugar 
State. ... Its natural conditions are quite similar 
to those of Colorado.”’* In Colorado 12 to 25 tons of 
beets to the acre are readily secured; even in the early 
days 15 to 17} tons were got on the average; whereas 

1 Professor G. W. Shaw of the University of California, in the pamphlet on Sugar 


Beets in the San Joaquin Valley, p. 6; Bulletin no. 176, Agricultural Experiment 
Station, University of California. 


2 I quote again from Professor Shaw's instructive Bulletin, at pp. 16, 17. 


3 Report on the Progress of the Beet Sugar Industry in the United States in 1909, 
p. 37, by the special agent of the Department of Agriculture, C. F. Saylor. 
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in European countries not only is the tonnage per acre 
less, but the sugar content smaller.. Some of the 
districts of California have the required combination of 
soil and moisture without irrigation, or with little irri- 
gation. California has some further advantages. Its 
equable climate enables the beet-sugar ‘‘ campaign” 
to be spread over a longer period than elsewhere; and 
its beets have a very high sugar content.* 

Contrast these conditions with those of a state like 
Michigan, where the annual precipitation is con- 
siderable, and where the distribution of the precipi- 
tation depends on the accidents of the season. In 
1909, for example, the agent of the Department of 
Agriculture reported that ‘‘ On the whole the weather 
conditions in the state during the past year were 
rather unfavorable. The spring was cold, wet, and 
backward, but more favorable weather prevailed 
during the growing season, though there was consider- 
able tendency to drought. The weather was espe- 
cially favorable for harvesting beets. This is a critical 
period. Dry weather lessens the work and improves 
the beets.”* In 1901, 1902, and 1903 there were 
bad seasons in Michigan: “there was considerably 
more rain than was desirable, necessitating expensive 
work in weeding and cultivation. The cold wet rains 
of the fall delayed the harvesting and belated the 
work of the sugar factories.””* In 1904, on the other 


1 Report on Progress . . . 1904, p. 46. 


2 Ibid., p. 22. I take some satisfaction in recalling that, when discussing in 1889 
the beet-sugar situation, I referred to the unusual possibilities of such regions as Cali- 
fornia. “It is not impossible,” I wrote then, “that the extraordinary combination 
of soil and climate in California may bring about a development which could not be 
attained in other parts of the country.” Quarterly Journal of Economics, vol. iii, 
p. 266, note. A combination of favorable conditions no less extraordinary exists in 
the arid regions, whose possibilties under irrigation were dreamed of by no one a 
quarter of a century ago. 


* Report on Progress of the Beet Sugar Industry in 1909, p. 32. 
‘ Ibid., for 1903, p. 139. 
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hand, the season happened to be favorable.! Evi- 
dently the Michigan farmer is at a disadvantage 
because of the uncertainties of the weather. The 
farmer of the irrigated arid region can always count 
on abundant sunshine, and can apply moisture exactly 
as needed. 

For all these reasons “‘ Michigan farmers cannot 
grow as high a tonnage as they do in the Western > 
States under irrigation; their beets are not naturally 
of as high a quality and probably they never will 
be.” * The same holds of other parts of the North 
Central region. ‘In Iowa, the beets have not been 
as high in quality as those grown in California, 
Colorado, or Idaho.” * 

Turn now to another aspect of the problem, — 
the kind of cultivation required for beet-raising. 
The situation is the same as I described it in 1889. 
Intensive culture and much hand labor are necessary. 
Professor Shaw, in his valuable reports on the industry 
in California, has more than once used the phrase: 
“ The growing of beets is not agriculture, but horti- 
culture.”’ All the manuals and pamphlets insist on 
the need of elaborate preparation, minute care, much 
labor directly in the fields. The planting of the seed 
does indeed take place by drills, the plants coming 
up in continuous rows. But after this first operation, 
painstaking manual labor is called for. When the 
young shoots come up, they need first to be blocked, 
then thinned. “ Blocking ”’ means that all the beets 
in the rows are cut out by a hoe, except small bunches 
about ten inches apart. These bunches are then 
“ thinned ”; every plant is pulled out by hand except 
one, the largest and healthiest. ‘Great care should 


1 Ibid., for 1904, p. 113. 2 Ibid., for 1903, p: 140. 
§ Ibid., for 1904, p. 57. 
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be exercised in this work, and by careful selection all 
the inferior plants should be removed.... When 
thinning, it is a good plan to give the ground a thoro 
hand hoeing.”! Throughout the growing period the 
beets must be cultivated, partly with a horse culti- 
vator, partly with the hand hoe. “The cultivator 
and the hoe should be used alternately until the beets 
are too large for horse cultivation without injuring 
them. Hand laborers should continue to go over the 
beet field, pulling the weeds and grass that may have 
persisted.” * 

Essentially the same situation appears when har- 
vesting is reached. The beets may be first loosened 
by a plow and by a lifter; but each individual beet 
must be pulled out by hand. Then they are knocked 
together gently to remove the adhering dirt. Finally, 
they are “topped ”’; that is, the neck and leaves are 
cut off with a large knife. “‘ The removal of the tops 
of the beets is a tedious process, which in Europe is 
performed by women and children. ... Constant 
supervision is necessary in this work.” * 

No machinery has been devised that serves to dis- 
pense with the large amount of hand labor called for. 
“Several attempts have been made to construct a 
mechanical device by which the beets can be topped, 
thus saving a large expense, and perhaps a successful 
device of this kind may some day be invented. So 
far as is known at the present time, however, this 
process has not been successfully accomplished by 
machinery, and the topping must still be done by 


1 The Sugar Beet, p. 20. 


2 Report on Progress . . . 1909, p.19. The same story appears in all the accounts 
of beet-sugar growing. See for example the statements of Mr. Hathaway, of the 
Michigan Beet-Sugar Company, before the Committee on Ways and Means in 1909; 
Tariff Hearings of 1909, p. 3311. 


* The Sugar Beet, pp. 21, 22. 
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hand.' “Inventive ingenuity in Europe and espe- 
cially in America,” said the Special Agent of the 
Department of Agriculture in 1906, ‘‘ has been directed 
to planning a harvester which will do away, as far as 
possible, with this expensive hand work.... It 
cannot be said that any of these newly devised im- 
plements works successfully in all soils.”? In 1909 
he reported that “these machines are not now in 
general use, but their use is increasing ”’; and he still 
laid stress on the need of elaborate hand cultivation.* 

It follows that the successful growing of the sugar 
beet calls for a large amount of monotonous unskilled 
labor; no small part of it, labor that can be done 
by women and children, and that tempts to their 
utilization. In the documents of the Department of 
Agriculture there is constant reference to the peculiar 
labor problem confronting the farmer who sets out to 
raise sugar beets. ‘“‘ As a rule the farmer, if he grows 
beets to any extent, does not have on his farm sufficient 
labor to take care of the work of thinning, bunching, 
hoeing, and -harvesting the sugar beets.”’* Not only 
does the typical American farm and farm community 
lack the number of laborers required; the labor itself 
is of a kind distasteful to our farmers. ‘‘ Thinning 
and weeding by hand while on one’s knees is not a 
work or posture agreeable to the average American 
farmer. Bending over the rows and crawling along 
them on one’s hands and knees all day long are things 
that the contracting farmer is sure to object to as 
drudgery. ... Our farmers ride on their stirring 
plows, cultivators, and many implements.” * As was 

' The Sugar Beet, p. 22 (1908). 2 Report on Progress. . . 1906, p. 38. 

* Report on Progress. . . 1909, pp. 14, 19. 


* Report on Progress . . . 1901, p. 19. 

5 Ibid., 1906, p. 24. A correspondent writes me from California: ‘ Otherwise 
than in the performance of such labor as can be done with teams, very few Americans 
undertake hand labor in the beet fields.” 
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remarked by one of the witnesses before the Ways and 
Means Committee, at a tariff hearing: “ the thinning 
and the topping of the beets it is pretty hard to get 
our American fellows to do, and they prefer to hire 
the labor and pay for it.’””! The Kansas State Board 
of Agriculture informs its constituents: ‘‘ if the Ameri- 
can farmer is to realize all possibilities in raising 
sugar-beets he will do so through his ability as a super- 
intendent and not as a drudge.” ? 

The manner in which this need of extra labor has 
been met is instructive not only as regards the beet- 
sugar situation itself, but also as regards the general 
trend of industry in the United States during the last 
generation. 

Almost everywhere in the beet-sugar districts we 
find laborers who are employed or contracted for in 
gangs; an inferior class utilized and perhaps exploited 
by a superior class. The agricultural laborers in the 
beet fields are usually a very different set from the 
farmers. On the Pacific coast they are Chinese or 
Mexicans. Except in Southern California, where the 
Mexicans are near at hand, most of the work is done 
by Japanese under contract; there being usually a 
head contractor, a sort of sweater, who undertakes 
to furnish the men. In very recent years Hindoos 
(brought down from British Columbia) also have 
appeared in the beet fields of California. In Colorado 
“immigrants from Old Mexico compete with New 
Mexicans (i.¢., born in New Mexico), Russians, and 
Japanese.” * Indians from the reservation have been 


1 Tariff Hearings of 1909, p. 3418. ‘‘ Americans will not do that work; not 1 in 
50,” said a Colorado beet grower, testifying (in 1911) before the House Committee 
to investigate the American Sugar Refining Co.; Hearings, p. 3192. 


* Report of Kansas State Board of Agriculture for Sept., 1906 (a special report on 
sugar beets), p. 20. 


* V. Clark, in Bulletin Department of Labor, Sept. 1908, p. 483. 
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employed in Colorado; and boys have been sent out 
under supervisors from the Juvenile Court of Denver. 
At one time, convict labor was used in Nebraska. 

In scme parts of Colorado, in Montana, and at the 
beet fields of the single factory in Kansas, Russian 
Germans are employed. These curious and interest- 
ing people are Germans who were imported into 
Russia by the Empress Katherine; they persistently 
maintained their race and language and religion; in 
recent years they have been driven from Russia by per- 
secution. They now center about Lincoln, Nebraska, 
and are shipped under contract to the beet fields, 
where they are assiduous and much-prized workers. 
They are much more welcome than the fickle Indians 
and Mexicans; more welcome even than the Japanese, 
who are quick and capable, but often break their con- 
tracts. The German Russians camp in whole families 
at the beet region for the summer; men, women, and 
children toil in the fields. In Michigan, the main labor 
supply comes from the Polish and Bohemian population 
of Cleveland, Buffalo, Pittsburgh. The circulars issued 
by the Department of Agriculture and by the state 
boards and bureaus repeatedly call the attention of 
the beet farmers to the possibility of employing cheap 
immigrants. The troublesome labor problems, it is 
said, need not cause worry: here is a large supply of 
just the persons wanted. “ Living in cities there is a 
class of foreigners — Germans, French, Russians, Hol- 
landers, Austrians, Bohemians — who have had more 
or less experience in beet-growing in their native 
countries. ... Every spring sees large colonies of 
this class of workmen moving out from our cities 
into the beet fields.” ! 


1 Report on Progress . . . 1904, p. 37. Compare the Report of the Kansas State 
Board of Agriculture, cited above, p. 19. A correspondent writes me from Bay City, 
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The sugar manufacturers, who buy the beets and 
make the sugar in their factories, play a large part 
in bringing this labor to the fields. Indeed, they 
play a large part in every phase of the industry, — 
on its agricultural side as well as on its manufacturing 
side. They supply seed; give the farmers elaborate 
directions on methods of cultivation; employ super- 
visors to visit and inspect the farms, and to spur the 
farmers to the needed minute care; of necessity they 
test the beets at the factory, and pay according to 
sugar content; and they often undertake to provide 
the labor. Sometimes the factories contract to attend 
to the field labor themselves, receiving from the far- 
mers a specified price, — so much for bunching and 
thinning, so much for each hoeing, so much for topping. 
The farmers then have nothing to do but supply 
“reasonable” living accommodations. More often 
farmers, not thus provided for, secure their laborers 
through contractors, at a fixed price of so much (vary- 
ing from $15 to $20) per acre for all the work; these 
middlemen being hunted up or selected for the farmers 
by the factory managers. Such “ sweaters’? make 
a profit from their sub-contract with. the field hands; 
the system being open to the possibilities of over- 
reaching which are too familiar under such arrange- 
ments. 

All this is part of the transformation which has 
been wrought in so many parts of our social and eco- 


Michigan: “‘ We secure the laborers in such centers as Cleveland, Detroit, Chicago, 
and Pittsburgh, and these lab when brought to Michigan make a contract with 
the farmer to take care of his beets at a certain sum per acre, averaging about $20 
per acre.... It is safe to say that about two-thirds of the beets are taken care of 
by outside labor. In our own case [a large sugar company] we probably brought in 
about 1800 laborers.” On smaller beet tracts in Michigan, the farmers and their 
families do the work themselves, employing no “ outside " labor. 


1 The form of contract used by the Great Western Sugar Co. of Colorado is printed 
in the Hearings of the Committee to investigate the American Sugar Refining Co. 
(1911), p. 3186. 
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nomic structure during the last quarter of a century 
by the vast inflow of immigrants. Manufactures 
have been most obviously affected by it. Our textile 
trades, the iron and steel industry, the glass manu- 
facture, have in greater or less degree adjusted their 
methods and machinery to the new labor supply. 
The tariff situation has been modified: not a few 
industries can maintain themselves without tariff aid, 
or with little aid, which formerly could allege more 
plausibly the need of high duties. Agriculture also 
is feeling the influence of the new conditions. Labor- 
ers from the congested foreign districts of the cities — 
Italians, Bohemians, “‘ Huns,”’ “‘ Polacks,’’ Russians — 
make their way to the market gardens surrounding 
the cities, to vegetable districts such as that of the 
Chesapeake peninsula, to the cranberry fields of New 
Jersey, and do the hard work for the shrewd Yankee 
farmers. Possibly these field hands are on the way 
to the acquisition of land through their savings. Such 
persons as the Russian Germans who work in the 
beet fields are not likely to remain long in their present 
semi-servile state. These are doubtless progressing 
toward land ownership. Possibly the same upward 
movement will be achieved by many members of the 
other races. But certainly for the time being the 
conditions are socially and industrially unwelcome. 
They are not dissimilar to those of the Sachsengdn- 
gerei, of ill repute in eastern Germany. They are 
very different from the conditions which we think of 
as typical of agriculture in the United States. There 
is an agricultural proletariat in the beet fields. 


As yet, however, the main agricultural region of 
the United States,—the great Central region in 
which are the wheat and corn belts, — has been little 
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affected. Here we still find extensive cultivation, 
agricultural machinery, the one-family farm. It is 
true that during the harvest season there is a heavy 
demand for agricultural laborers, and that this is 
satisfied by laborers who may be said to constitute 
an agricultural proletariat. It is true also that the 
stage of pioneer farming has been passed or is rapidly 
being passed, that rotation is becoming more syste- 
matic and skilful, the land more valuable, cultivation 
more intensive. Nevertheless this remains the region 
of the one-family farm. The farmers “ ride on their 
stirring-plows and cultivators” and in this way are 
able to do most of the work on their lands for them- 
selves. 

Throughout the corn belt there is no sugar-beet 
industry of any moment; yet the corn belt is largely 
the same as the potential beet-sugar zone. The ex- 
planation seems to me clear: it pays better to raise 
corn. In the language of the economists, there is a 
comparative advantage in corn-growing. This grain 
is peculiarly adapted to extensive agriculture. It also 
lends itself readily to the use of machinery; corn can 
be “‘ cultivated ” between the rows by horse power. 
It is a substitute for root crops, and can be rotated 
steadily with small-grain crops.' It is a direct com- 
petitor with the sugar beet for cattle fattening. The 
advocates of beet-raising always lay stress on the 
value of the beet-pulp, the residue at the factory 
after the juice has been extracted, for cattle feeding. 
But corn is at least equally valuable for the purpose 
.- . 3 See the excellent analysis by Professor H. C. Taylor, in Annals of the American 

Academy of Polit. and Soc. Sci., vol. xxii, p. 179 (1903). Cf. the same writer’s Agri- 
cultural Economics, p. 65 seg., and Carver’s Rural Economics, p. 100. Professor 
Taylor, in a recent paper (The Place of Economics in Agricultural Education and 
Research, p. 96; publ. by University of Wisconsin, 1911) states more explicitly his 


conclusion that “ it is hardly probable that the sugar beet will ever be able to compete 
with corn on even terms in the corn belt of the United States.” 
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and the typical American farmer raises it by agricul- 
tural methods which he finds both profitable and 
congenial. One man can grow forty acres of corn. 
He can plant only twenty acres of beets; and these he 
cannot possibly thin and top.! In Iowa “ the farmers 
are progressive, successful, and satisfied. In fact, this 
has been the main obstacle to installing the sugar 
industry there. The farmers have not shown a dis- 
position to grow the beets. When the farmers are 
advised that beet culture is accompanied with con- 
siderable hard work, factory propositions usually suc- 
cumb to the inevitable. The farming class of the 
state is accustomed to the use of labor-saving imple- 
ments in the fields.” And yet Iowa “has the quality 
of soil and the climatic conditions necessary for pro- 
ducing a large tonnage of beets.” ? 

It is true that Michigan, and Wisconsin also, are 
outside the corn belt. Except along the southern 
edge of these states, the grain does not ordinarily 
mature. But corn still remains a formidable com- 
petitor of the sugar beet, in its use through ensilage. 
It is cut green, stored in the silos, and so is available 
for cattle feeding. It continues to be available in 
rotation with other grain and with grass. During 
the last two decades Wisconsin has become a great 
dairy state. ‘The pasture, hay, and corn lands of 
the state form the basis of the live-stock industry.” * 
Here there is a profitable system of agriculture in which 
there is no need of the minute attention, the elaborate 


1 Report on Progress . . . 1904, p. 56. 


2 See the testimony of a sugar-beet grower from Colorado, in Tariff Hearings of 
1909, p. 3417. 


3 Progress of the Dairy Industry in Wisconsin, by H. C. Taylor and C. E. Lee, 
p. 7; Bulletin no. 210 of the Agricultural Experiment Station, University of Wisconsin 
(1911). 
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cultivation, the concentrated labor, which are re- 
quired for the sugar beet.' 

To sum up: beet-growing calls for highly intensive 
cultivation. As I stated in 1889, it is not adapted to 
the typical agricultural conditions of the United States. 
On the irrigated lands, where its development has 
been so surprising, the conditions are not typical. 
There is likely to be intensive cultivation in any case. 
The land is comparatively expensive, — counting the 
cost of irrigation as part of the cost of the land. Hence 
the land must be called on for a larger gross product, 
through garden crops and the like. Add the special 
climatic advantages of the arid region, and it is easy 
to see why beet culture is found advantageous. But 
through the greater part of the theoretical beet-sugar 
belt, and especially in the corn belt, more extensive 
methods of using the soil pay better. Beet-growing 
finds no place in the region of the one-family farm. 

No doubt it is true that agriculture in the North 
Central District and to some degree throughout the 
United States, is in a stage of transition. Corn and 
the small grains, tho they remain the fundamental 
crops, are being supplemented by root crops, and 
there is more and more resort to dairying. How far 
this transition will be carried must depend on the 
pressure of demand for agricultural produce in con- 
sequence of the growth of population, and on the 
social forces which influence land ownership and 
land tenure. The conditions of labor supply are also 
important; and these may influence the development 
of agriculture as profoundly as they have that of 


1 My colleague, Professor T. N. Carver, to whom I showed the proofs of this ar- 
ticle, appended the following comment: “ Corn silage will furnish fifty per cent more 
feed, acre per acre, than any root crop. Moreover it costs half as much, or less than 
half, to grow an acre of silage and feed it as it does to grow an acre of any root crop 
and feed it. The only chance for beet-root cake is to sell it as a by-product, the 
balance being covered by the profits on sugar,” 
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manufactures. But as yet it is only under exceptional 
circumstances that the American farmer will find it 
profitable to carry on such intensive cultivation as 
beet-growing requires. 


The relation of the beet-sugar industry to the tariff 
presents, on its agricultural side, one of the many 
cases of differing costs. If the formula is to be applied 
which is now so much in vogue — protect in propor- 
tion to the higher cost of production in the United 
States — the legislator must face the dilemma that 
the protection which suffices for one set of producers 
more than suffices for others, and in that sense is 
excessive. The situation, of course, is one familiar 
in the extractive industries, and in all industries in 
which there are permanent causes of variation in cost. 
It costs more to produce beets in Michigan and Wis- 
consin than it does in California and Colorado. The 
beet-sugar producers of the West can turn out sugar 
profitably at a price of somewhere near three cents per 
pound. Those of Michigan find it hard to extract a 
profit at four cents a pound.' The beet-sugar industry 
of the far West, under the present tariff-raised price 
of sugar, is steadily reaching eastward with its product, 
and has become a formidable competitor both of the 
Michigan industry and of the imported and domestic 
cane sugar. 


1 See Tariff Hearings of 1909, pp. 3360-3361, and 3325, 3364. 

The sugar manufacturer sfrom Michigan who testified before the Ways and Means 
Committee in 1909 averred insistently that they had been able to declare slender 
dividends or none at all. The following plaintive letter from a Michigan farmer 
appears in the Hearings (p. 3500): “‘ Honorable sir: I was one of the first to raise 
beets in this neighborhood, and each year I have been trying to make up for what I 
lost the year before. This year I raised in round numbers 13} acres, on which I made 
a profit of minus $2. The crop brought me $504, and it cost me $506, and still I am 
only 30 miles from the Blissfield factory, where they are marketed.” It need not be 
said that an isolated statement like this has little probative force; what was the method 
of reckoning ‘‘ cost’? Yet it is in accord with the general trend of testimony from 
Michigan. 
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The Michigan sugar makers hence are uneasy about 
the future; and they plead strenuously for consideration 
to their vested interests. It must be admitted that 
the plea is in one regard of exceptional force. Not only 
has the general policy of protection been long main- 
tained by Congress, and investment in accord with it 
encouraged; but, as one of the witnesses before the 
Ways and Means Committee said in 1909, “ the in- 
vestment which our Company made in the sugar 
business was made on the invitation and urgent advice 
of the United States Government through it Depart- 
ment of Agriculture.” ! It is a serious responsibility 
which the Department has thus taken on itself. Its 
zeal too often has been indiscriminate. Its propaganda 
has rested, in part at least, on a crudely mercantilist 
principle: on the assumption that it is desirable to 
produce within our own borders anything and every- 
thing that can possibly be produced there, and that 
a tariff policy based on this assumption will be main- 
tained indefinitely. 


A question in some respects different is presented 
by the beet-sugar factory, which buys the beets from 
the farmers and makes the sugar. Here there is 
what the business world calls “a straight manufac- 
turing proposition.”” Whether the manufacturing of 
sugar can be done to advantage in the United States 
depends on the same conditions as in other manufac- 
tures. It is much affected by the opportunities for 
using machinery and for the exercise of American 
inventive and engineering capacity in improving 
machinery. Such evidence as I can get indicates 
that, so far as this branch of the industry is concerned, 
the conditions are not unfavorable to its successful 


1 Mr. C. N. Smith, in the Tariff Hearings of 1909, p. 3317. 
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prosecution, with little need, if any, of tariff support. 
When the first factories were built in California the 
machinery was imported from Germany. ‘“ The Yan- 
kee inventive genius of machinery men at once took 
hold of the matter, making so valuable improvements 
that both the above mentioned factories [at Watson- 
ville and at Chino] were shortly refitted with machines 
of American make, and every factory in this country 
in the last few years has purchased American ma- 
chines.” ' So in the Department of Agriculture’s 
pamphlet on the industry, it is stated that “in the 
early days of the beet-sugar industry in this country, 
Europe was called on to furnish all machinery. Now 
very little is imported, and in fact some of the foreign 
factories are using American-made machinery.” *? The 
domestic making of machinery, the breaking loose 
from European tutelage, the introduction of technical 
improvements, — these are significant indications of 
the successful adaptation of a new industry to American 
conditions and of ability to meet foreign competition 
unaided. It should be borne in mind, moreover, 
that the factory managers take an active part in 
directing and supervising the agricultural operations. 
In this regard there seems to be abundant and success- 
ful enterprise. The managers of the beet-sugar fac- 
tories have been chiefly instrumental in bringing the 
indispensable labor supply to the farms. Through 
traction engines and the like, they have grappled with 
the difficulties of transporting the beets from the 
field to the factory. They have selected the seeds, 
and have assiduously spread information among the 
farmers on the best ways of getting a large tonnage 


1 Shaw, The California Sugar Industry (1903), p. 17. 


* The Sugar Beet (1908), p. 38. Similar statements have been made to me in 
conversation by persons engaged in beet-sugar making. 
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of beets and a large content of sugar. In the far 
West especially, all this activity has been carried on 
with industrial and pecuniary success. Neither in 
the factory itself nor in the problems of organization 
arising from the interdependence of farm and factory 
has there been a lack of skill or energy.' 

It is, I think, another sign of successful adaptation 
to new conditions that the American beet-sugar factory 
carries its operation a stage farther than do the fac- 
tories of Europe. The latter usually produce raw sugar 
only, which is sent to the refineries for the last stage 
of preparation; precisely as our cane sugar is imported 
in the “raw” form, and goes through the refineries 
before being marketed for consumption. The Ameri- 
can beet-sugar factories, on the other hand, make 
refined (granulated) sugar, which is sold at once to 
the grocers. In Europe the greater geographical 
concentration of beet-growing and sugar-making, and 
the consequent ease of transportation to refineries 
near by, probably account for the practice there pre- 
vailing. The different American practice doubtless 
took its start because refining was contrdlled, during 
the earlier years of beet sugar, by the Sugar Trust 
and its affiliated concerns; but it has persisted because 
it fits the geographical and industrial conditions of 
the industry. Another reason is that in Continental 
Europe beet farming and sugar making constitute 
commonly one integrated enterprise, and are asso- 
ciated either with estate farming on a large scale or 
with direct codéperation between large-scale agricul- 
turists and the factory owners. A different sort of 


1 There is bickering, inevitably, between the farmers who grow the beets and the 
sugar manufacturers; the farmers maintaining that the manufacturers beat down the 
growers and pocket the bulk of the profits for themselves. Very likely this is the case; 
but the growers get quite enough to make the beet culture worth while, as is proved 
by its rapid extension. See Hearings on the American Sugar Refining Co. (1911), 
pp. 3313 and passim. 
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coéperation between farm and factory was necessary 
under our conditions of land ownership, and this has 
been worked out successfully by the American manu- 
facturers. Neither in the technical aspects of the 
manufacturing industry, nor in its appropriate organi- 
zation, is there indication of any disadvantages in the 
United States. 


On the agricultural side —to turn again to this, 
the real seat of difficulty — it is constantly said that 
sugar beet-growing has many and varied advantages. 
The high cultivation, it is said, improves the quality 
of the land; the general fertility of the land is en- 
hanced; a better rotation is established; the by- 
products, especially the beet-cake, are valuable for 
cattle feeding, and this in turn provides manure and 
maintains fertility; the factory makes a market for 
local coal and lime; it “stimulates banking and 
almost all kinds of mercantile business.” These 
advantages have been dwelt on almost ad nauseam in 
the publications of the Department of Agriculture.’ 
So far as the tariff question is concerned, they prove 
too much. If beet culture is so very advantageous 
for the farmer, why does he need a bonus or protective 
tariff to be induced to engage in it? The American 
farmer is not an ignorant or stolid person; he has 
access to a multitude of educational and propagandist 
agencies, and is even beset by them; he is a shrewd 
observer, aready innovator. The agricultural methods 
of the central region have been revolutionized during 
the past generation, with the transition from pioneer 
farming to conserving agriculture. If beet culture 
were really so advantageous a part of the general 
change, we might expect its speedy and widespread 


1901, pp. 132 seq. 





1 See for instance Report on Progress . . - 
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adoption. I suspect the advocates of beet-growing 
have been making the same mistake as those English 
travellers who in the early part of the nineteenth 
century damned American agriculture as hopelessly 
inefficient. They suppose that the highest cultivation 
is necessarily the best cultivation. The agricultural 
expert is apt to be intent on the gross product, to 
search for the largest yield per acre. But the best 
agriculture is that which secures the largest yield not 
per unit of area but per unit of labor. Minute culti- 
vation means a large product per acre but by no means 
necessarily a large product per man. 

None the less, it may be argued, with show of reason, 
that the introduction of methods of cultivation so 
radically novel as those of beet-growing may be pre- 
vented from taking place even tho in reality profitable. 
The young industries argument may be advanced. 
Ignorance, settled habits and prejudices, unaccus- 
tomed methods, the inevitable failures in first trials, 
all these obstacles, it is said, stood in the way of the 
beet-sugar industry in its first stages. Some sort of 
premium was necessary to give it a fair start. It is 
true that the argument for protection to young indus- 
tries has not been supposed to apply to agriculture by’ 
List and his followers; since unalterable conditions 
of soil and climate are thought to determine once for 
all the geographical distribution of the extractive 
industries. But it would be hazardous to lay down 
an unqualified proposition of this sort. It is not 
impossible that the course of industry may be guided 
and diverted to advantage, in agriculture as well as in 
manufactures. The difference between the two cases 
would seem to be simply one of probability, of degree. 
It can doubtless be said that industry is more likely 
to pursue its “ natural” course in the one case than 
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in the other; since agriculture rests mainly on physical 
adaptation, while in manufactures much depends on 
acquired skill. In the contemporary German contro- 
versy, the young industries argument has been advanced 
in support of the existing grain duties of that country.! 
It may be argued that, in the far West at least, beet- 
sugar making has proved its economic advantage. 
It certainly has passed the experimental stage; and 
it seems to have reached the stage where protection 
is no longer needed. 

In general, the argument for nurturing protection 
remains of doubtful validity for agricultural products. 
In Germany, as in this country, education, experi- 
ment stations, diffusion of information adapted to 
the industrial conditions, are more promising means 
of promoting agriculture than tariff protection. There 
is quite as much weight in the counter argument 
that low prices and the need of facing a difficult situa- 
tion are effective spurs to agricultural improvement, 
—more effective than high prices and easy gains. 
The low prices of raw sugar which prevailed for a 
long period proved a blessing in disguise to our Louisi- 
ana sugar growers: their methods of cultivation and 
manufacture were immensely advanced in the effort 
to meet new conditions.? It is difficult to give a 
conclusive or unqualified answer on the questions 
raised by the young industries argument; the whole 
problem of the causes of industrial progress is involved. 
Yet it remains true that acquired skill and established 
advantage count much more in manufactures than in 
agriculture, and that tariff protection is a very dubious 
device for spurring improvement in the use of the soil. 

1 For instance, by Ballod, in Verhandlungen r. Vereins fir Sozialpolitik, 1909, 
p. 463. 

2 See testimony in the Hearings on the American Sugar Refining Co. (1911), p. 1760. 
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All this, however, has little bearing on the beet- 
sugar situation as it now stands. If protection to 
young industries was needed, it has been given. The 
initial stages of trial and unfamiliarity are certainly 
passed. The industry in the far West has quite 
passed the infant stage. Its difficulties in the farming 
region proper seem to be due to the competition of 
the other kinds of agriculture, which under the typical 
American conditions are more profitable. If this 
kind of agriculture needs protection, and if the familiar 
grain-growing, cattle-fattening and dairying, of the 
corn-wheat belt do not, the explanation is still to be 
found in the principle of comparative cost. 


F. W. Tavussie. 
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The great and unexpected rise in the price of silver 
during the years 1905 to 1907, followed by an equally 
great and unexpected decline, was a phenomenon of 
unusual importance. It necessitated alterations in 
the monetary systems of a number of countries, led 
to the recoinage of hundreds of millions of dollars, 


yielded to the governments concerned seigniorage 
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profits of tens of millions of dollars, and taught lessons 
which must prove of value to China and the South 
American countries which are at present contemplating 
important monetary reforms. Like the proverbial 
dog which licked the hand of the master who was about 
to beat it, silver rendered to several countries a most 
beneficent service at the very time they were discard- 
ing it as the standard money metal. It is the object 
of this paper to give a brief account of the silver market 
during the period in question, to consider the forces 
leading to the rise in the price of the white metal, and 
to trace some of the results as shown in the currency 
systems of the Philippine Islands, the Straits Settle- 
ments, Japan, and Mexico. 


I 
Extent of Rise in Price of Silver 


From 1872 until 1903 the gold price of silver had 
tended strongly downward—a fact made familiar 
to all by the bimetallic controversy. The average 
annual price of British standard silver (i.e., silver 
.925 fine) in London fell from 60;;d. per ounce 
(giving a ratio with gold of 15.63 to 1) in 1872 to 
243d. (giving a ratio of 38.10 to 1) in 1903; a 
decline having taken place in twenty-two of the thirty- 
one years. In only one month, October, 1900, the 
time of the adjustment of the Boxer troubles in China, 
had silver been above 30d. since November, 1896,! 
and the opinion had become quite general that silver 
had “ come down to stay.’”’ There was much talk of 
the probabilities of a further decline; very little of 

1 The figures for the price of silver are those for British standard silver in London 
as given in the annual circulars of Pixley and Abell, bullion brokers, London. 


For a brief general history of silver the reader is referred to Paul George, Die Bewe- 
gung des Silberpreises seit 1873. Jena: Gustav Fischer, 1908. 
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the probabilities of a rise. The Mexican Commis- 
sion on International Exchange in one of a series of 
valuable papers! treating the subject of silver submitted 
in June, 1903, to the British Commission said, after 


8 B 8 





8 The papers are given in English in the 1903 Report of the Commission on Inter- 
national Exchange on Stability of International Exchange, pp. 173-196. 
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outlining the more important events in the recent 
history of silver: “. . . All of these events have made 
such a deep moral impression that at present silver 
is a subject of very little or no importance whatever 
to the business community of the two continents, and 
it is almost a disagreeable topic of conversation.” ! 

The extent of the advance in silver from 1903 to 
1907 and of the subsequent decline will be seen from 
the chart on preceding page. 

The average annual price which was 24ysd. in 
1902 rose to. 243d. in 1903, 26d. in 1904, 27+. 
in 1905, and 30jd. in 1906. Silver reached 303d. 
an ounce in November, 1905, for the first time since 
October, 1896, while the high rate of November, 
1906, i.¢., 33%d., is the highest rate quoted from 
October, 1893, to the present time (October 18, 1911). 
For the period 1903 to 1906 inclusive the range was 
52.7 per cent, that is from 2l}id. (January, 1903) to 
334d. (November, 1906). The low point in the price 
of silver having been reached about the end of 1902, 
the upward movement began the fore part of 1903, 
continuing, altho with frequent interruptions, until 
November, 1906. A high level was then maintained 
until the great slump in the autumn and early winter 
of 1907 —a fall from an average price of 31.68d. for 
August, 1907, to 26.24d. for December, 1907, and to 
22.49d. for December, 1908. The range from August, 
1907, to December, 1908, represented a decline of 31.7 
per cent. It was not, however, until the summer of 


1 Tbid., p. 190. 


2 Figures for the high and low prices and for the annual average prices were taken 
from the Pixley and Abell circulars; those for monthly average prices were taken 
from the United States Director of the Mint’s Reports. 


* For 1909, the high, low, and average prices respectively were 24fd. (May) 
23;4¢. (March and October), and 23}4d.; and for 1910 they were 263d. (October), 
23,4. (March), and 24d. 
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1905 that the price was sufficiently high and sufficiently 
well sustained to make the coinage question a critica 
one. 

Before considering the causes of this phenomenal 
rise in the price of silver it will be well to mention 
certain peculiarities of the silver market. (1) The 
great bulk of the world’s silver — estimated at 75 
per cent in 1903!—#is produced as a by-product of 
copper, lead, zinc, and gold, and changes in the price 
of silver ordinarily exercise very little influence upon 
its production. (2) A large part of the silver smelting 
business of the world is in the hands of three com- 
panies more or less allied to one another.? (3) The 
methods of selling and buying silver are peculiar and 
are conducive to the great instability which has char- 
acterized the price of the white metal in recent years. 
These methods have been described briefly by the 
Mexican Commission as follows: — 


The miners are the producers of silver, and it is to their interest 
to sell silver at the best possible price, but only to a small extent 
do they have any direct connection with the silver market of the 
world. 


1 “The conditions as to the production of silver are radically different at the pre- 
sent time [1903] from those prevailing before the closing of the Indian mints and the 
great drop in the price which followed this action. The decrease in the production 
of silver from distinctively silver mines has been enormous, and it is believed at the 
present time not more than one-quarter of the world’s production comes from this 
source. ... The demand for and the production of copper has so enormously in- 
creased that from this source alone a very large production of silver is obtained. The 
largest single producer of silver in the United States is a distinctively copper mine. 
The cheapening of metallurgical processes has permitted of the working of ores, partic- 
ularly those containing lead and gold in small quantities, to such an extent that 
from this source also a large proportion of the silver production of the world is obtained. 
The Broken Hills Proprietary Mine of Australia, a distinctively lead mine, is not 
only the largest producer of lead in the world, but also probably the largest producer 
of silver. At least 90 per cent, and probably 95 per cent, of all the silver produced 
in the United States is the product of lead and copper smelting, and the great increase 
in the production of silver in Mexico is entirely due to lead and copper smelting.” 
Document submitted by the Mexican Commission on International Exchange to 
the British Commission, June 3, 1903. Report of the Commission on International 
Exchange, 1903, pp. 180-181. 


2 Tbid., p. 181. 
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Most of the silver-bearing ores are sold to the smelters, as the 
improvement in metallurgy favors concentration of work. When 
the ore is sold to the smelters, the London quotation the day of 
shipment is paid to the miner. 

The business of the smelter is not to speculate in the price of 
silver, but to draw its profits from the smelting charges. The 
smelting companies are, therefore, always anxious to sell their 
silver the day of purchase, so as not to endanger their otherwise 
sure profits on account of the fluctuations in the market. Under 
these conditions, silver is hurried to London as fast as it is refined, 
and as the daily sales are made at whatever the market price may 
be, there is little if any influence to withstand the natural desire 
of buyers to supply their needs at lower and lower prices. . . . 

The largest buyers of silver are the governments — 
for coinage purposes. There is no regularity in their methods of 
buying, and there is always a feeling of uncertainty in the market 
as to the amount which they will buy and when they will buy it.? 

Conditions such as these are largely responsible 
for the fact that silver, which was for centuries prior 
to the demonetization in the early seventies the most 
stable in its gold price of all commodities, had now 
become one of the most unstable. 

We may now briefly consider some of the more 
important forces responsible for the rise in the price 
of silver during the period 1904 to 1907. The forces 
affecting the gold price of silver may be grouped under 
four rubrics, with the first two of which we are pri- 
marily concerned. They are: (1) the supply of 
silver; (2) the demand for silver; (3) the supply of 
gold; and (4) the demand for gold. The first two 
factors will be considered separately, the third and 
fourth grouped together. 

Little help can be secured in explaining recent 
movements in the price of silver by reference to the 


1 One of the important tasks undertaken by the Commission on Internationa 
Exchange was to bring about greater stability in the price of silver by inducing govern- 
ments to buy their silver for coinage purposes at frequent and more or less regular 
intervals instead of spasmodically, in large amounts and in a haphazard way. Cf. 
Report of the Commission on International Exchange, 1903, pp. 29-32. 


9 Ibid., p. 194. 
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figures for silver production. In the case of a durable 
commodity like silver the annual production repre- 
sents such a small proportion of the total supply on 
the market that very great changes in production are 
necessary to have much immediate effect upon the 
supply. Obviously this is less true of silver than of 
gold, because as the result of the discontinuance of 
the free coinage of silver by most countries of the 
world, a much greater proportion of the world’s exist- 
ing stock of silver than of gold is ‘ specialized,” par- 
ticularly in the form of fiduciary! (or token) coins, 
which circulate at a monopoly value substantially 
above bullion value. Nevertheless, when one con- 
siders the large quantities of Mexican and British 
silver standard dollars on the world’s markets, the bar 
silver, the syce silver of China, and the mass of other 
relatively unspecialized silver of the Orient, he will 
realize that the annual production is at best a com- 
paratively small factor in the world’s marketable 
supply. 

During the period in question, moreover, the most 
reliable figures available show the world’s silver pro- 
duction to have been remarkably constant, incom- 
parably more so than the world’s gold production, as 
will be shown from the following table based upon 
the figures of the United States Director of the Mint. 

Obviously variations in the price of silver during 
this period cannot be attributed in any appreciable 
degree to changes in the annual production of the 
white metal. We may therefore turn from the factors 
of supply to those of demand. 


1 By fiduciary coins is meant coins whose money value exceeds their bullion value 
by more than sufficient to cover a reasonable allowance for expenses of coinage. The 
expression “ fiduciary coins” the writer believes to be preferable to the more common 
one “ token money,” since the latter carries the false implication that such coins are 
not in fact money but merely tokens for money. 
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SILVER Gotp 
Per cent increase Per cent increase 
Year | Production | or decrease over: | Produc- | or decrease over: Ave 
(Fine tion (Fine annu 
ounces) ounces) ratio 
000 preced- year 000 preced- year with gold 
ing yr. 1900 ing yr. 1900 
1900 | 173,591 12,315 | 33.33 


1901 | 173,011 | *0.3 *0.3 | 12,626 2.5 2.5 | 34.68 
1902 | 162,763 | *5.9 *6.2 | 14,355 | 13.7 10.5 | 39.15 
1903 | 167,689 3.0 | *3.4 | 15,853 10.4 28.7 38.10 
1904 | 164,195 | *2.2 *5.4 | 16,804 6.0 | 36.5 35.70 
1905 | 172,318 4.9 | *0.8 | 18,396 9.5 49.4 33.87 
1906 | 165,054 | *4.2 *4.9 | 19,471 5.8 58.1 | 30.54 
1907 | 184,207 | 11.6 6.1 | 19,977 26 | 62.2 | 31.24 
1908 | 203,237 | 10.3 17.1 | 21,430 | 7.3 74.0 | 38.64 
| 


























The chief of these factors may best be classified for 
our purpose as follows: — 


A. Industrial Uses. 
I. In the world exclusive of India. 


II. In India. 


B. Monetary Uses. 
I. Fiduciary Coins. 
(a) In Occident. 
(b) In Orient. 


II. Silver Standard Coins. 


As the world’s population and wealth increases it 
is but natural that there should be an increasing de- 
mand for silver for use in the arts. Among the prin- 
cipal industrial uses of the precious metals Touzet, 
in his work Emplois Industriels des Métaux Précieuz, 
mentions the following (p. 24): the manufacture of 
jewelry, watches, firearms, surgical instruments, uten- 
sils of laboratories, fluorescent screens for radiography, 

* Decrease. 
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gilding, plating, galvano-plastics, dentistry, photog- 
raphy, telephony, telegraphy, decorations upon porce- 
lain, wood, and copper, manufacture of laces and 
fabrics.!. The limits of this article will not permit a 
discussion of the industrial consumption of silver in 
different countries and in different uses. Persons 
interested in this subject are referred to M. Touzet’s 
book. Here it will be sufficient to cite the figures for 
the world’s industrial consumption of silver as esti- 
mated by the Director of the United States Mint, 
noting in passing that these figures are presented 
only as rough approximations, and that they have 
been severely criticised by high authorities.2 Touzet 
criticises them but, while not accepting them for some 
countries, considers them the best available figures 
for the world as a whole, in view of the incompleteness 


of his own figures.* 
Wor.up’s ConsumpTion oF New SILVER IN THE INDUSTRIAL ARTS‘ 


(Exciustve or Inp1a) 
Per cent Per cent 


Calendar Ounces (Fine) increase over increase over 
Year 000 year 1900 preceding year 
1900 41,061 
1901 44,065 7.3 7.3 
1902 48,518 18.1 10.2 
1903 49,937 21.6 2.9 
1904 57,378 39.7 14.9 
1905 50,718 23.5 *11.6 
1906 51,046 24.3 0.6 
1907 57,720 40.6 13.1 
1908 56,986 38.8 43 


This table, compared with the table for silver pro- 
duction on page 222, reveals two noteworthy facts: (1) 
1 André Touzet. Emplois Industriels des Métaux Précieux, Paris: Giard & Briére, 


1911. 
2 Ibid., pp. 49, ff. 3 Ibid., pp. 93-95. 


« Figures compiled from Annual Reports of the United States Director of the 
Mint on Production of the Precious Metals. 
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The world’s consumption of silver in the industrial 
arts increased much more rapidly during the period 
than the world’s production. Whereas the consump- 
tion in 1906 was 24.3 per cent larger than in 1900, and 
in 1907 was 40.6 per cent larger, the production in 
1906 was 4.9 per cent smaller than in 1900, and in 
1907 it was only 6.1 per cent larger than in 1900. Every 
year but one (1905) from 1901 to 1907 showed an 
increase in the industrial consumption over the pre- 
ceding year; while four of the seven years (7. e., 1901, 
1902, 1904, and 1906) showed a decrease in the pro- 
duction as compared with the preceding year. (2) 
The second largest increase in the industrial consump- 
tion in any year over the year preceding was that of 
1907, ¢. e., 13.1 per cent, the largest being 1904 with 
14.9 per cent. The years 1905 and 1906, altho showing 
a substantially lower industrial consumption than 
1904, showed a larger one than any preceding year.! 
Such evidence as is available, therefore, points toward 
an increasing consumption of silver in the arts during 
this period, and particularly during the years 1904 
and 1907. 

The industrial uses of the second class mentioned 
are those of India. The demand for silver bullion 
in India for ornaments, and for hoarding, is so great, 
so variable, and so different from that of Europe and 
America that it is best considered by itself. From 
time immemorial prior to the closing of the Indian 
mints in 1893 India was known as the great sink of 
the precious metals. When the mints were closed 
and the value of the rupee was divorced from the 
value of its silver content, so that silver ornaments 
could no longer serve as a “ savings bank” with the 
annual use of the ornament constituting “a sort of 

1 Cf. Touset. Op. cit., p. 94. 
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interest ” and the privilege of free coinage into rupees 
‘“‘ a sort of redemption fund,” it was believed that the 
Indian demand for silver (for non-monetary purposes) 
would permanently decline. Events, however, have 
proved quite the contrary. 

Below are given the figures for the net importation 
of silver into India (exclusive of importation by govern- 
ment for monetary purposes) since the fiscal year 
ending March 31, 1901. 


IMPORTATION OF SILVER inTO INDIA 1901-1910! 


Fiscal year Total net importation Per cent Per cent 
ending British standard silver increase over increase over 
March 31 Ounces 000 year 1901 preceding year 

1901 49,435 

1902 39,005 *21.1 *21.1 
1903 42,274 *14.5 8.4 
1904 79,182 60.2 87.3 
1905 74,350 50.4 *6.1 
1906 84,318 70.6 13.4 
1907 118,199 139.1 40.2 
1908 97,849 97.9 *17.2 
1909 73,731 49.2 *24.7 
1910 61,015 23.4 *17.3 

* Decrease. 


For this period, it is said, the annual value of net 
imports is “ probably fairly representative of what 
is required for industrial purposes,” ...* for the 
silver bullion imported since 1893 “is largely and 
without delay manufactured into ornaments, a small 
proportion being passed into the mints of the native 
states.’’ ® 

1 Figures compiled from Financial and Commercial Statistics of British India, 


by the Director of the United States Mint, and given in the Annual Report on the 
Production of the Precious Metals, 1910, pp. 24-25. 


2 Reply to questionnaire of Director of United States Mint for 1904-05 given in 
Annual Report of the Director of the Mint, 1905, p. 180. 


* Ibid., p. 182. The coinage of silver bullion by the native states is said to have 
been much larger than usual in the years 1904, 1905, and 1906. That of 1904 required 
more than eight times as much silver as that of the preceding year. For 1905 it was 
about three-fourths as much as for 1904. Cf. Annual Report of Director of the United 
States Mint on Production of the Precious Metals for 1906, p. 32. 
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Here the evidence points to an i:regular but in- 
creasing demand for silver for the industrial uses of 
India. The year ending March 31, 1907, 7.¢., the 
fiscal year corresponding most closely to the calendar 
year 1906, showed by far the largest increase, with 
the fiscal year 1908 coming second and 1906 coming 
third. The greatest increase in any year over the 
preceding year was that of 1904, and the higher level 
reached in that year was maintained through 1909. 
For the large demand during the fiscal years 1906-— 
08 the cause is found primarily in the great prosper- 
ity of India at this period —a prosperity which is 
clearly evidenced by India’s trade statistics.! 

Let us now turn to the monetary demand for silver 
at this period, first considering the demand for fidu- 
ciary coins, and then that for standard coins. For 
present purposes it will be sufficient to consider the 
demand in a few of the chief countries which use 
large amounts of fiduciary silver coins. Those chosen 
are Germany, France, England, United States, and 
India. 

After the seventies, when Germany, the Latin 
Union, the Scandinavian countries, Holland, and the 
United States went over to the gold standard, the 
world’s free monetary market for the white metal 
had been greatly restricted, and the large accumula- 
tions of silver dating from the period when its coinage 
was free had proved more than ample to meet the 
needs of the principal countries for subsidiary coins. 
Of the larger silver coins such as the five franc piece, 
the thaler, and the American silver dollar there was 
a superfluity. As late as 1903, writes Charles A. 
Conant, who was a member of the American Com- 
mission on International Exchange, 


1 Cf. infra, p. 231. 
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several leading countries were employing old stocks of coin for 
making their smaller silver pieces, Germany had a stock of old 
thalers which the German Commission stated exceeded the demands 
of the circulation by 100,000,000 marks. ... France and other 
countries of the Latin Union were burdened with an accumulation 
of heavy 5 franc pieces, which ceased to be popular in circulation 
and piled up in the vaults of the national bank to the exclusion 
of gold.' 


The United States had coined an excessive amount 
of silver dollars as the result of the coinage acts of 
1878, 1890, and 1898, and large accumulations of 
silver bullion had been made as the result of the silver 
purchases under the Sherman Purchase Act (purchases 
which totaled 168,674,683 fine ounces).? 

These supplies, however, were not destined to last 
forever. Population was growing, trade was in- 
creasing rapidly and every year was witnessing in- 
creased demand for silver coin, more particularly 
subsidiary coin. 

Every year from 1903 to 1906 inclusive, Germany 
coined between sixty and seventy million marks of 
silver fiduciary coins, representing largely the recoinage 
of thalers. The demand for subsidiary coin, however, 
grew so rapidly that in 1907 the silver coinage was 
nearly eighty-five million marks, and the law of May 
19, 1908, authorized an increase of the total amount 
of imperial silver coins from 15 marks per capita to 
20 marks.* By this time it was evident that Germany 
would soon be compelled to enter the market for the 
purchase of silver for subsidiary coins; a contingency 
realized in 1908, during which year the Government 
coined over fourteen million kilograms of bar silver,‘ 


1 The Rise of Silver, in Internation Magazine, January, 1907, p. 48. 
2 Annual Report of the Director of the Mint, 1903, p. 22. 

3 Cf. Annual Report of the Director of the Mint, 1909, pp. 213-214. 
‘ Ibid., p. 210. 
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while during the following year its coinage of fifty- 
three million marks of silver coins was made princi- 
pally from silver bars purchased at current market 
prices: The silver and other metallic money, aside 
from gold, held by the Reichsbank on December 31 
of each year of the period 1903-06 showed a con- 
tinual and pronounced decline.’ 

For France during the period under study the sur- 
plus silver was rapidly being depleted. The coinage 
of subsidiary coins out of metal obtained from melting 
down five franc pieces was as follows* for the years 


1903-06 : — 


Me Ws 6S ee 472,883 francs 
SS 10,000,000 “ 
RS ee ae ee 9,410,452 “ 
ae 1,908,100 “ 


While the average gold holdings of the Bank of France 
increased from 2,103,100,000 francs in 1900 to 2,882,- 
200,000 in 1906, the average silver holdings declined 
from 1,134,100,000 francs for 1900 to 1,049,400,000 
francs for 1906, and the minimum annual silver re- 
serve was lower in 1906 than in any other year since 
1884.4 The published figures do not show what pro- 
portion of this silver in the Bank of France was com- 
posed of five franc pieces and what proportion of 
subsidiary silver; the fact that no five franc silver 
pieces had been coined since 1878,° coupled with the 
large amount of recoinage of five franc silver pieces 
into subsidiary coin during the years immediately 
1 Ibid., 1910, pp. 181-182. 


2 The holdings were as follows in millions of marks: 1903, 238.5; 1904, 221.3; 
1905, 210.0; and 1906, 186.1. Cf. Administration des M jes et Médailles, Rap- 
port au Ministre des Finances, for 1906, p. 82; and for 1907, p. 86. 


* Annual Reports of the Director of the Mint, 
4 Administration des Monnaies et Médailles, Rapport, etc., 1907, p. 85. 
5 Tbid., p. 56. 
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preceding 1906, make it probable that a growing pro- 
portion was composed of the more popular subsidiary 
coins. 

Turning to England, we find the following figures . 
for silver bullion purchased and silver coins issued at 
the Royal Mint: ! — 


Amount paid for Nominal value of all 

Calendar Silver Bullion Silver Coins issued 
year. pure during year. 
1903 £49,632 £558,247 
1904 53,139 605,801 
1905 25,917 510,491 
1906 456,580 1,705,070 
1907 690,130 2,019,828 
1908 350,560 816,251 


Here there will be observed a very pronounced 
increase in the purchase of silver bullion in the years 
1906 and 1907, the average purchase for these two 
years being over fourteen times as large as that for 
the preceding two. 

The next country to be considered is the United 
States. By the act of March 3, 1903, the limitation 
which had restricted the amount of subsidiary coin 
outstanding at any time to $100,000,000 was entirely 
removed; and in 1904 the coinage of silver dollars was 
discontinued. The Director of the Mint, in his report 
for 1903,? said there remained on hand on June 30, 1903, 
only 17,502,938 fine ounces of the silver bullion pur- 
chased under the act of July 14, 1890, and that “ the 
entire amount will be used for coinage during the 
fiscal year 1904.” Before the end of 1904 the Govern- 
ment found it necessary to begin to purchase silver 
bullion for its subsidiary coinage.* Every year since 

1 Figures compiled from the silver coinage account of the Annual Reports of the 
Deputy Master of the Mint. 

2 Pp. 5. 

3 Annual Report of the Director of the Mint, 1904, p. 18. 
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1903 silver bullion has been purchased (under authority 
of section 3526 Revised Statutes) for subsidiary coin- 
age, altho the amounts so purchased were unimportant 
until the fiscal year 1907, when $12,659,955 of sub- 
sidiary coins were coined from bullion purchased. 
Inasmuch as a dollar of subsidiary money contains 
about 72 per cent of an ounce of fine silver, this 
coinage for 1907 would require approximately 9,115,000 
ounces.' It will be seen therefore that silver purchases 
by the United States government were becoming an 
important factor in the silver market at about the 
time of the rise in the price of silver in 1906-07. 

The silver purchases of the Philippine Government 
during 1903-04 for the new Philippine coinage appear 
to have exercised a considerable influence upon the 
silver market, altho they did not represent a demand 
for additional silver, since the coins made therefrom 
displaced an approximately equivalent amount of 
silver in the form of Mexican dollars.? 

The largest single factor in the increased demand 
for silver during the years 1904-07 was the monetary 
demand of India. This increased demand may be 
viewed under three aspects: (1) increased volume 
of trade, (2) increased price level, and (3) increased 
needs for silver reserves to anticipate future demands. 

The years in question were years of prosperity for 
India, as will be evidenced by the following figures * 
for the production of Indian staples; rice, wheat, tea, 
cotton and cotton goods. 

1 The coinage of subsidiary coins from bullion purchased during the next three 
years was: 1908, $15,698,063; 1909, $9,686,810, and 1910, $4,220,731. 


2 Cf. E. W. Kemmerer, Report of the Chief of the Division of the Currency for 
the Philippine Islands, 1904, pp. 4 and 18; and for the year 1905, pp. 4, 5, 18, and 19. 


* The figures are taken from the Annual Reports of the Indian Government on 
East India, Progress and Condition; Railways; Sanitary Measures; Sugar; Textile 
Factories; Trade. 
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Sratistics ILLUSTRATIVE OF TRADE ConpiITIoNs IN INp1A, 1898-1907 




















PRODUCTION 

Fiscal year ending March 31. Average | | 

for five years ending ............. 1903 | 1903 | 1904 | 1905 | 1906 | 1907 
Estimated yield of cleaned rice! (000 tons)} 22.5) 23.5; 22.0; 22.3; 22.2 2 
Estimated wheat eye om ( tons) . 6.2 7.8 9.4 7.6 8.6 8.5 
Estimated producti tea? (000,000 } 

A Rte 6 Nees ony a ON -- | 209.9 | 212.6 | 221.5] 240.8; .. 
Gotten: Estimated acreage (000,000) ..| 13.7 | 16.6; 18.0; 19.9] 21.1] 22.3 





daded tines xn timnsb0006s | ae 3.4 4.9 


(000 
Cotton Coed: Estimated amount yarn 

spun (000,000 Ibs.) ............5. 495.1 | 558.8 | 556.2 | 555.9 | 655.6 | 630.6 
Cotton Goods: Estimated amount cloth | 



































r woven en (000,000 Ibs. DP 6:6 b0'6s.00-00.04 107. | 117.3 | 131.9 152.7 | 156.6 | 159.0 
oreign Trad } 
Merchandise capes (000,000 £) ....| 75.5) 83.9]) 99.8 | 102.8 | 105.5 | 115.4 
‘oreign Trade: 
Merchandise = She we 50.1} 52.5| 56.5/ 64.5/ 68.7/ 72.2 
Prices * (Atkinson Index — oH 100. com- 
modities, average 1868-76 — 100 127 119 117 130 153 162 








The period was also one of high and rising prices. 
Every one is familiar with the fact that there was a 
pronounced upward movement of prices in all gold 
standard countries during the period 1898-1907, and 
that this rise is generally attributed principally to the 
large and increasing gold production of the period. 
India like other gold standard countries experienced 
this advance. The unit of value in India is the rupee 
adjusted to a 16d. gold par, and when that gold par 
depreciated in value the world over, Indian prices 
naturally rose. The extent of this rise is shown by 
the Atkinson index numbers of Indian prices, the 
summary of which for one hundred commodities is 
given in the last column of the table. 


1 Figures cover Bengal, Madras, and 15 districts of Burma. 


2? Comparable figures not available. 

* Figures cover British India, Travancore, and Cochin. 

« Net imports and exports by sea, exclusive of those made on government account. 
5 Cf. Fred J. Atkinson, Rupee Prices in India, 1870-1908 in Journal of the Royal 


Statistical Society, vol. 72 (1909), pp. 500-501; also Prices and Wages in India (25th 
issue) compiled in the office of the Director General of Commercial Intelligence, Cal- 


cutta, 1908. 
6 Figures refer to calendar years. 
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Figures given for agricultural products and for 
textile industries (referring to quantities, not values) 
point to a substantial increase in the volume of goods 
exchanged during the period 1904-07; figures for 
prices show a very strong upward movement. A 
larger volume of goods exchanged and a substantially 
higher price level would normally ' require an increase 
in the amount of money in circulation, which in India 
means primarily an increase in silver rupees. The 
actual increase in the monetary circulation of India 
(exclusive of a small amount of sovereigns) is shown 
by the following figures prepared by Mr. Fred J. 
Atkinson, Accountant-General for the United Prov- 
inces of India.‘ 


Fiscal year ending March 31 Amount of money in circulation 
(crores of rupees) 
1903 175 
1904 187 
1905 197 
1906 210 
1907 234 
1908 233 


A very substantial increase will be observed for 
every year from 1903 to 1907, an increase in four 
years of 590,000,000 rupees, or of nearly 34 per cent 
of the total circulation. This is a phenomenal increase 
for a country like India. 

In addition to the heavy purchases of silver necessi- 
tated by this large increase in the actual circula- 
tion there were substantial purchases for the purpose 
of building up an emergency reserve to anticipate 
future demands. The Indian Government found itself 
threatened with the danger of not being able to secure 

1 That would be the case unless there were a great increase in the rate of monetary 


turnover, or a large development of banking facilities, etc., in India during the period — 
contingencies which did not occur. 


* Journal of the Royal Statistical Society, vol. 72 (1909), pp. 510-511. 
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silver and to coin rupees fast enough to meet trade 
requirements. Silver hud to be procured principally 
from abroad. “From the date when Government 
decides to buy silver for coinage, down to the date 
when the new rupees coined therefrom become actually 
effective for meeting the trade demand, there is an 
interval of not less than five weeks, which may easily 
be exceeded.” ! To meet this situation the Govern- 
ment arranged to maintain a special Ingot Reserve 
of silver bullion in India sufficient to coin 30,000,000 
rupees, these ingots to be passed through several of 
the preliminary stages in the process of minting. The 
reserve was accumulated by November, 1905, and 
was to be used only in times of emergency. From 
the Financial Statement of the following year (1906-07)? 
we learn that the Ingot Reserve proved of great service 
but that the demand for rupees became so large that 
the Reserve was completely exhausted by the middle 
of January, and that it was decided to raise it to an 
amount sufficient to coin 60,000,000 rupees, the coin- 
ing of which would keep the mints fully occupied for 
two months. During the fiscal year 1907-08, the 
demand for rupees continued heavy and the Ingot 
Reserve as part of the Note-Issue Reserve was dis- 
continued, and a special silver rupee reserve of 60,000,- 
000 rupees was built up out of the profits of coinage 
as a part of the Gold Reserve Fund, the name of this 
fund being changed to Gold Standard Reserve Fund, 
since it was no longer composed entirely of sterling 
securities and gold.* The Ingot Reserve, therefore, 
and its successor, the Rupee Fund of the Gold Stand- 
ard Reserve Fund, represent for the latter years of 
this period a perpetual demand for silver, over and 


1 Financial Statement of India, 1905-06, p. 18. 
2 Pp. 17-18. 3 Financial Statement, 1907-08, pp. 23-26. 
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above that represented by the silver in circulation 
and in the Note Reserve, of 22,299,000 ounces of 
British standard silver (7. e., enough to coin 60,000,000 
rupees. ) 

One cannot measure the influence of India’s demands 
upon the silver market by the actual amounts of 
silver absorbed in the circulation and in the reserves. 
One of the most striking characteristics of the silver 
market in recent years is its extreme sensitiveness to 
all sorts of rumors. Exaggerated notions as to India’s 
probable future demands for silver appear to have 
exercised a considerable influence upon the market.! 

During the latter part of the fiscal year 1908 and for 
some time thereafter, there was great depression in 
India, and substantial reductions in the rupee circu- 
lation were required. With the interesting currency 
developments in India during the period 1908-10 
we are not here concerned. The important fact to 
be noted is that the large demand for silver coins in 
India, both actual and prospective, was one of the 
chief factors in the rise in the price of the white metal 
during the years 1904 to 1907. 

The fina! subject to be considered under the demand 
for silver is the demand on the part of silver standard 
countries — at this period comparatively few in 
number.? This demand is very different from the 
demand for silver for monetary uses on the part of 
gold standard countries. In gold standard countries 
the demand for silver either as a secondary medium 


1 Cf. Financial Statement for India, 1904-05, pp. 9, 51; ibid., 1905-06, p. 17; ibid., 
1906-07, p. 16; ibid., 1907-08, pp. 22-23. 


2 During the period 1904-07, the chief silver standard countries of the world were: 
(1) China, where the silver standard is dominant in the Port Cities, and in the larger 
trade of the interior cities, but where the bulk of the transactions are in reality effected 
on a copper-bronze “‘ cash”’ standard; (2) Bolivia, (3) Salvador, (4) Honduras, (5) 
Nicaragua, and (6) Persia. 
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of exchange, as in France and the United States, or 
as the chief medium of exchange as in India and the 
Philippines, is not a function of the value of silver.' 
India needs no more rupees and the United States 
no more silver dollars, silver certificates, or subsidiary 
coins, when the price of silver is 22d. an ounce than 
when it is 30d. In India and the Philippines the 
silver circulation is determined primarily by the value 
of gold, and in the United States and France by the 
convenience of the public,—not by the value of 


silver. 
When we turn to silver standard countries the situ- 


ation is reversed. The amount of silver in circulation, 
in silver standard countries considered as a whole, 
is primarily a function of the value of silver. When the 
the value of silver declines the higher price level is 
expressed through a larger circulation, and when it 


1 In so far as changes in the value of silver expressed in terms of gold (i. e., gold 
price of silver) represent alterations in the value of gold per se, it may be said that a 
rise in the price of silver means a less valuable gold unit of value and therefore higher 
prices and vice versa; that a higher price level requires more money, other things 
equal, and that an i in the tary circulation involves an increase in sub- 
sidiary silver coins. It by no means follows, however, that an increase in the total 
circulation calls for anything like a proportionate increase in the circulation of sub- 
sidiary coins. Subsidiary silver is used for making purchases, and as till money for 
** making change."’ The amount required by the public is more largely a matter of 
custom and of convenience than of the price level. If the price level were doubled, 
for example, articles which were formerly 5 cents would be 10 cents, those which 
were formerly 10 cents would be 20 cents, those which were formerly 25 cents would 
be 50 cents, those which were formerly 50 cents would be $1.00. Payments made 
in exact sums (i.¢., not requiring change) would require twice as much silver 
in the second and third cases, probably no silver coin at all in the fourth case, 
and probably silver in the first case instead of nickel. If the payments in each series 
were made by means of “ a dollar bill’ and change called for, the lower price level 
would require $3.00 in change while the higher one but $2.10. A strong force against 
the increase of subsidiary coins is the unwillingness of people to carry much “‘ change ” 
in their pockets; on the other hand such factors as the growth of urban and interurban 
street-car traffic, of “5 and 10 cent stores,” and of odd price “ bargains” favor 
an increase in the circulation of subsidiary coins. It is to such factors as these rather 
than to the higher price level of recent years that one must attribute the fact that 
from 1901 to 1909 the per capita circulation of subsidiary silver coins in the United 
States increased 43.1 per cent while the per capita circulation of all kinds of money 
increased but 24.8 per cent. 

The subject of subsidiary and minor coins represents an important tho compara- 
tively untrodden field in monetary science. 
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rises the lower price level is expressed through a smaller 
circulation. 

The price level in one silver standard country may 
of course be temporarily out of equilibrium with that 
of other silver standard countries, because of some 
sudden alteration in the demand for (or supply of) 
money in that country, as was the situation in Man- 
churia at the time of the Russo-Japanese War, when 
military operations in that country created an ex- 
ceptionally large demand for silver and drained off 
large quantities of the white metal from nearby silver 
standard countries. Such cases, however, are only 
temporary, and the resulting flow of silver is but a 
movement for the re-establishment and maintenance 
of equilibrium. The demand for silver for standard 
money by a silver standard country is for a definite 
amount only in the sense that such a country must 
have an amount of money such as to keep its price 
level in equilibrium with the price levels of other 
silver standard countries; and the demand for silver 
for silver standard money by all silver standard coun- 
tries taken together is for definite amounts only in 
the sense that the price level of silver standard coun- 
tries must be such as to keep the monetary value of 
silver in equilibrium with the merchandise value.' 
- The price level in silver standard countries is the 
principal equilibrator between the demand for silver 
and the supply of silver, and for this reason the absorp- 
tion of silver for monetary uses in such countries need 
not be studied further among the definite factors in 
the increased demand resulting in the great advance 
in the price of silver during the years 1904-07. 

Any discussion of the gold price of silver would be 


1 Cf. E. W. Kemmerer, Money and Credit Instruments in their Relation to General 
Prices, 2d ed., New York, Henry Holt, 1908, pp. 43-48. 
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incomplete that did not consider the gold side of the 
price ratio. To say that silver is 30d. an ounce is to 
express the value of gold in terms of silver as much 
as to express the value of silver in terms of gold. A 
rise in the price of silver may be due obviously either 
to an appreciation of silver per se or to a depreciation 
of gold per se. The rise in 1904-07 was apparently 
due to a combination of these causes. During this 
period there was a strong upward movement of prices 
in all gold standard countries; and silver would natu- 
rally be expected to share in this rise in so far as the 
rise represented the depreciation of gold per se.! 

The best method of estimating roughly the extent 
to which the rise in the price of silver was due to the 
depreciation of gold is to assume that the value of all 
other classes of commodities on the average remained 
constant during this period, and that the departure 
of gold from commodities in general was due to changes 
in the value of that metal. On the other hand, the 
extent to which silver moved away from commodities 
in general may be interpreted as roughly measuring 
the actual rise in the value of silver. Inasmuch as 
it is world values with which we are concerned and 
not those of any particular country, a wide range of 
world prices is desirable as a basis of comparison. 
Unfortunately satisfactory price index numbers exist’ 
for very few countries, and the index numbers we 
possess are computed on such widely different bases 
that they are not readily comparable. Taking the 
best available, however, adjusting them all to a basis 
of the year 1900 as one hundred, and arbitrarily assign- 
ing to the general index numbers of each country the 

1 This statement is subject to the qualification that the tendency of silver to rise 
in price along with other commodities might be offset in part by a lessened demand 


for silver arising from the fact that the depreciated gold would tend to be used more 
and more as a substitute for silver in monetary and merchandise uses. 
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same importance, we arrive at a series of index numbers 
of world prices. The reciprocals of these price index 
numbers would obviously be index numbers of the 
value of gold. 


InpEx NumsBers or WorLD Prices SHOWING THE FLUCTUATIONS 
IN THE VALUE OF GOLD AND SILVER 
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The index figures for world prices (being a simple 
average of those for the seven countries mentioned in 
columns one to seven) are given in column eight of the 
Table. In column ten are given index numbers of 
the average annual price of British Standard Silver in 
London. 

Limiting ourselves to the period 1903-07, during 
which the rise in the price of silver occurred, the 


1 Figures computed from table given by Achille Necco, in La Curva dei Pressi 
delle Merci in Italia negli anni 1881-1909. Torino: Societ& Tipografica Editrice 


Nasionale, pp. 6 and 7. 


2 Cf. Fred J. Atkinson, Rupee Prices ia India, 1870-1908, in Journal of Royal 
Statistical Society, vol. 72 (1909), pp. 500--501. 


3 Average does not include figure for France. 
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evidence of the table is as follows. From 1902 to 1903 
the index number of the price of silver rose from 85.2 
to 87.6 or 2.8 per cent, while that for world prices rose 
from 96.2 to 96.6 or 0.4 per cent; approximately 
86 per cent of the rise in the price of silver in 
1903 may therefore be attributed to the appreciation 
of silver, and 14 per cent to the depreciation of 
gold. By a similar calculation for the other years we 
arrive at the following table, which constitutes the 
conclusion of this part of the study. 
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Influences of the Rise in the Price of Silver upon the 
Monetary Systems of Certain Countries 


The question may now be asked: What effects did 
this rise in the price of silver have upon the monetary 
systems of those gold standard countries whose silver 
coins were at a high ratio with gold? Among these 


1 Decrease. 

2? This means that the appreciation of silver accounts for the entire rise in price, 
and in addition compensates the appreciation in gold; for silver rose 6.5 per cent in 
value in terms of gold, which itself rose about 0.4 per cent. 





3 In order for the value of silver to have ined tant as regards its rel 


with commodities in general, silver would have had to rise in its gold price by 6.2 per 
cent. Its gold price actually fell 2.2 per cent, so that its value fell as regards com- 


modities 8.4 per cent. 
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countries the Philippine Islands, the Straits Settle- 
ments, Japan, and Mexico deserve attention. They 
will be considered in their order, particular attention 
being given to our own colony, the Philippines, and 
to our nearest neighbor to the south, Mexico. 


The Philippines 


By the spring of 1905 the work begun in 1903 of 
transferring the Philippine Islands from a silver stand- 
ard currency, with a circulation equivalent to about 
sixteen million dollars of United States money, to a 
gold exchange standard currency, with an entirely 
new coinage, was practically completed.!. Every one 
was relieved that the reform had been so quickly and 
so successfully accomplished; and prospects were 
bright for a long period of freedom from currency 
disturbances. Just at this point, however, a new 
difficulty appeared from the rising price of silver. 

At the price of 293d. per ounce for British stand- 
ard silver (and at 64} cents for fine silver in the 
United States), the newly introduced Philippine peso, 
likewise the new subsidiary coins,? would reach their 
bullion par, and consequently be in danger of the 
melting pot. This does not mean that at these prices 
Philippine coins would have been melted and exported. 
To find the actual export point a number of other 
factors, all of them more or less variable, had to be 
taken into account, the chief of which were the fol- 
lowing: — 

1 For a full account of the Philippine Currency Reform down to the spring of 


1905, see E. W. Kemmerer, The Establishment of the Gold Exchange Standard in the 
Philippines, in Quarterly Journal of Economics, August, 1905, pp. 585-609. 


2 The new silver coins were all .900 fine, the peso, or two half pesos, weighing 
416 grains, and the twenty centavo and ten centavo pieces weighing 415.5 grains to 


the peso. 
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(1) If the destination of the silver were London, 
it could not be laid down there normally in less than 
forty days from the date of shipment, while actual 
delivery could not be made for several days more 
because of the time required for smelting, refining, 
and putting into bars. If the silver were to be shipped 
to London, therefore, the determining rate would not 
be the prompt price but the price for sixty days for- 
ward delivery. If, on the other hand, it were to be 
used as bullion in Hong Kong, and did not require 
first to be shipped to London, it might bring a price 
as bullion higher than the prompt price in London 
by an amount sufficient to cover the difference between 
the expenses of shipping (inclusive of interest) from 
London to Hong Kong, and those from Manila to 
Hong Kong. Obviously the destination of the silver 
was an important point to be taken into account. 

(2) A second factor was the expense of shipping. 
Silver coins to be exported must be sorted, boxed, 
loaded, insured, shipped, and unloaded. In some 
instances brokerage commissions must be paid. The 
total expense of shipment cannot be stated exactly, 
because it varies from time to time, and because banks 
frequently have special contract rates for shipping 
treasure. One per cent was probably a safe compu- 
tation at the time for such expenses on shipments to 
London, and } of one per cent on shipments to Hong 
Kong. 

(3) A third factor was exchange. If exchange on 
the place of destination were low, the exporter of silver 
would receive an additional profit; if it were high, 
his profit would be diminished. An important element 
in the quoted rate of exchange in a country so distant 
from the great financial centers of the world as the 
Philippines is the item of interest. 
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(4) A fourth factor consists of the expenses of 
smelting, refining, putting into bars, etc., which the 
writer is informed amount to upwards of two per cent. 

There were in addition numerous other factors 
which had to be taken into account, as, for example, 
the abrasion of the coins (a very small item in this 
instance), the firmness of the silver market, and the 
method of payment at the place of destination. 

Taking all of these factors into consideration, it 
seemed improbable that the shipment of Philippine 
silver coins to London as bullion would become pro- 
fitable before forward silver (sixty days) reached 
303 to 303d. It was to be considered, however, 
that circumstances might exist such as to make shipping 
profitable even below 30d. 

There was another important phase of the problem, 
however, which does not appear to have been generally 
understood. It was the possibility that Philippine 
coins might be exported not as bullion but as money 
—a, possibility which became a reality the following 
year.! 

The circulating medium of Hong Kong, Shanghai, 
Tientsin, Pekin, and many other oriental cities con- 
tained a great variety of different kinds of silver “ dol- 
lars.” In these cities Mexican dollars, old and new, 
British dollars, old Hong Kong dollars, and several 
kinds of more recent Chinese dollars passed current, 
usually at different rates when paid in substantial 
quantities. In Hong Kong, for example, the unit of 
account is commonly so-called ‘“‘ Hong Kong currency,” 
that is, the bank notes of two large banking institu- 
tions. These notes are redeemable in ‘ chopped ”’ 
dollars which when paid in large quantities usually 
pass by weight. In Canton and other places near 


1 Infra, pp. 245, 246. 
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Hong Kong, the chopped dollar usually commands a 
slight premium in “ Hong Kong currency ”’; the new 
Mexican dollars nearly always command a premium; 
Mexican dollars of the old die command a still larger 
premium, frequently from three to four per cent; 
likewise British dollars. In November, 1905, a pre- 
mium of 34 per cent was quoted in Hong Kong for 
the British dollar, and it was said that a million or 
more new Straits Settlements dollars that were ex- 
ported from Singapore before exportation was pro- 
hibited had found their way largely to Hong Kong! 
and there commanded the same premium as the British 
dollar to which they conformed in weight and fineness. 

With the close proximity of the Philippine Islands 
to Hong Kong, and the large Chinese population in 
the Islands, it did not seem improbable that Philip- 
pine pesos might be shipped as money to Hong Kong 
and there pass current, or at least prove acceptable 
as bank reserves. Certainly, if they would not be 
received at a premium as “ clean ” dollars, they would 
be readily received if they should lose their identity 
by being “ chopped.” ? 

The total expense of shipping Philippine silver 
coins from Manila to Hong Kong, it was estimated, 
would not exceed } of one per cent. Interest charges, 
and the item of exchange also, would be almost neg- 
ligible. There would, moreover, be no charges for 
melting, refining, etc. The situation may be illus- 
trated by an example. Sterling telegraphic transfers 
in Manila on November 9, 1905, were quoted at 20x¢d. 


1 Cf. E. W. Kemmerer, A Gold Standard for the Straits Settlements, II, in Political 
Science Quarterly, vol. xxi, p. 664 and note 3. 


2 The “ chopped ”’ dollar in Hong Kong, as measured by sterling exchange, often 
varied several per cent on either side of the value of its silver content in London. Cf. 
E. W. Kemmerer, Second Annual Report of the Chief of the Division of the Currency 
for the Philippine Islands, pp. 23-28. 
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* and in Hong Kong at 203d. One fourth of one per 
cent would have covered all charges of shipping 
Philippine coins to Hong Kong on that date. 
Therefore if Philippine pesos had commanded the 
same premium in Hong Kong that British dollars and 
Straits Settlements dollars of exactly the same weight 
and fineness are said to have commanded, i. e., 34 
per cent, there would have been a net profit on ex- 
portation of about 3 per cent, altho the exportation 
of Philippine coins to London as bullion on that 
day (the prompt price of silver was 29;';d.) would 
have involved the exporter in a loss. 

The situation in the Philippines was further com- 
plicated by the fact that the supply of pesos in the 
treasury vaults available for increasing the circulation 
was low, and there were prospects that the Govern- 
ment would soon be called upon again, under the 
principles of the gold exchange standard, to purchase 
silver bullion for further coinage. 

On November 6, 1905, the price of silver in Lon- 
don passed the 28d. mark (reaching 28d.), and 
with that the Philippine Government began to con- 
sider measures to protect its currency. An act was 
passed November 17th, to take effect immediately, 
prohibiting the exportation of Philippine silver coins 
or of bullion made by melting or otherwise mutilating 
such coins. The act provided that any such silver 
coin ‘‘ which is exported, or of which the exportation 
is attempted . . . shall be liable to forfeiture under 
due process of law, and one third of the sum or value 
of the bullion so forfeited shall be payable to the person 
upon whose information, given to the proper authori- 
ties, the seizure of the money or bullion so forfeited 
is made. ...” It was further enacted that the ex- 
portation or attempt to export such coin or bullion 
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shall be “a criminal offence, punishable, in addition 
to the forfeiture of said coins or bullion... by a 
fine not to exceed ten thousand pesos, or by imprison- 
ment for a period not to exceed one year, or both, in 
the discretion of the court.’”’ This law suggests some 
of the currency laws of the seventeenth and eighteenth 
centuries in Europe which were inspired by the eco- 
nomic philosophy of the Merchantilists. Its raison 
d’étre, however, in the Philippines was far different. 
There it was looked upon merely as a temporary and 
emergency measure, and the authorities fully appre- 
ciated that if the profits realizable on illicit exporta- 
tion should become very large, no penalty however 
severe could prevent smuggling. Many thought that 
the price of silver had already reached its maximum. 
At any rate the Philippine Government would have 
to await the action of Congress for authority to recoin. 

The act prohibiting the exportation of silver coin 
and bullion proved remarkably effective for some time, 
and not until the summer of 1906 was there any evi- 
dence that it was being evaded to any extent. On 
May 23, 1906, silver in London was quoted at 312d. 
or 7.3 per cent above the bullion par of the Philippine 
peso; there was then a slight reaction through August, 
but on September 24th the price reached 313d. or 
8.5 per cent above bullion par, on October 27th 32y¢d. 
or 11.3 per cent above bullion par, and on Novenber 
17th 334d. or 13.2 per cent above bullion par. This 
last price represents the maximum price of silver 
from October, 1893, to the present time (October 18, 
1911). At such prices the profits realizable upon 
exportation were so large that it is not surprising that 
there was some smuggling, when one bears in mind 
the peculiar character of the Philippine “ coast line,” 
—a coast line approximately as large as that of the 
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United States, — the proximity of the Philippines to 
China, and their close trade relations with Chinese 
ports, especially Hong Kong. Notwithstanding the 
rigor of the law prohibiting the exportation of silver 
coins or bullion obtained by melting them, “‘ and the 
extreme vigilance exercised by the Government, it is 
estimated that between P750,000 and P1,000,000 
were exported, all of it probably going to China. In 
fact the Hong Kong and Shanghai Banking Corpora- 
tion at Hong Kong is reported as having held in its 
vaults as much as P400,000 at one time.” ! 

In addition to the law prohibiting the exportation 
of silver, other temporary measures were soon taken 
to enable the Government to meet the increasing 
demand for currency without the necessity of suffering 
the losses which would result from the buying of 
silver for further coinage at prices above bullion par. 
The Government’s telegraphic transfer rate for the 
sale of gold standard fund drafts in Manila on New 
York was reduced by an order of March 15, 1906, 
from 1} per cent to }? of one per cent, a procedure 
of very dubious advisability under the principle of 
the gold exchange standard,’ and one which gave little, 
if any, actual relief.* United States paper money 
still circulated in the Philippines and the Government 
resorted to its more extensive use. With this object 
the sum of $1,850,000 of United States currency be- 
longing to the Philippine Government and on deposit 
in New York was ordered shipped to Manila in the 
spring of 1906.‘ 


1 Report of the Insular Treasurer for 1907, in Report of the Philippine Commission, 
1907, Part III, p. 68. 


2 For an explanation of the gold exchange standard as it exists in the Philippines, 
see E. W. Kemmerer, The Establishment of the Gold Exchange Standard in the Philip- 
Pines, in Quarterly Journal of Economics, August, 1905, pp. 588-592. 


3 Cf. Annual Report of the Tr of the Philippine Islands, 1906, p. 14. 
4 Idem. : 
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A measure of more permanent importance calculated 
not only to meet the demands of the time for more 
pesos without the necessity of further purchases of 
silver bullion, was the one recommended by the Philip- 
pine authorities to the United States Congress with 
reference to the silver certificate reserve. Philippine 
silver certificates were issued on the same plan as are 
silver certificates in the United States, being backed 
peso for peso by silver coin in the silver certificate 
reserve. The plan had been adopted for the Philip- 
pines by Congress in the Philippine Coinage Act of 
March 2, 1903, and was subject to amendment only 
by Congress. In June, 1906, there was in circulation 
approximately P10,500,000 of silver certificates, repre- 
senting an equal amount of silver pesos in reserve. 
At the same time there was in the Philippine Treasury, 
as there had been for a number of years, several million 
dollars of United States gold coin, which had been 
shipped to the Philippines for purposes of United 
States army and navy disbursements, and which 
were not acceptable as a circulating medium in the 
Islands, since gold coins when paid out promptly 
disappeared into hoards or were exported. The plan 
recommended by the Philippine Government and 
adopted by Congress in the act of June 23, 1906, 
was this. The Treasurer of the Philippine Islands, 
with the approval of the Governor-General, was 
granted authority to substitute for. any part of the 
silver pesos thereafter deposited in the silver certificate 
reserve gold coin of the United States (which was 
unlimited legal tender in the Philippines at the rate 
of two pesos to the dollar) and to redeem the certificates 
thereafter issued in either silver pesos or gold coin 
of the United States at his option; provided that the 
amount of gold coin held in the reserve should not 
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at any time exceed sixty per cent of the certificates 
outstanding. The authority thus given was imme- 
diately utilized by the Philippine Government, and the 
contract upon the certificates was so altered as to make 
them payable in silver pesos or gold coin of the United 
States at the option of the Philippine Government. 

This action was difficult for many people in the 
United States to understand, since it represented 
such a reversal of our own currency experiences. Silver 
coin in the Philippines had proven too valuable because 
of the appreciation of silver and, in order to avoid 
the necessity of purchasing more silver bullion at the 
time and to prevent the silver certificates from appre- 
ciating above the standard unit of value (7.e., 12.9 
grains of gold .900 fine or the equivalent of $.50 gold), 
the certificates were made payable in the future, at 
the option of the Government, in the cheaper money, 
2. é., gold coin. 

These measures offered only a partial solution of 
the problem; most of the outstanding silver certificates 
still bore on their face a promise to pay in silver, and 
nearly two thirds of the money in circulation in the 
Islands was silver coin worth much more as bullion 
than as money #f it could only be gotten out of the Philip- 
pines. Obviously a recoinage of this money into 
coins of a smaller fine silver content was imperative. 
Recoinage could be undertaken, however, only on the 
authority of the United States Congress. Such au- 
thority was sought, and Congress responded promptly 
in the act of June 23, 1906, which left the matter 
oi recoinage very largely to the discretion of the Philip- 
pine Government. 

Section one of this act provided 


That, with the approval of the President of the United States, 
the Government of the Philippine Islands is . . . authorized . . . 
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to change the weight and fineness of the [Philippine] silver coins . . . 
and may in its discretion provide a weight and fineness propor- 
tionally less for subsidiary coins than for the standard Philippine 
pesos, and may also . . . recoin any of the existing coins of the 
Philippine Islands at the new weight and fineness when such coins 
are received into the Treasury or into the gold-standard fund of 
the Philippine Islands: Provided, that the weight and fineness 
of the silver peso to be coined . . . shall not be reduced below 
seven hundred parts of pure silver to three hundred parts of alloy. 


Congress, accordingly, placed no restriction upon the 
weight of the new coins and practically none upon the 
fineness, since no one thought of adopting a fineness 
lower than .700 for any of the silver coins. 

The problem of deciding to what extent and in what 
manner the fine silver content of the coins should be 
reduced was not an easy one. Certain technical 
requirements of coinage obviously must be met, so 
that the coins would be satisfactory in wearing qualities 
and in appearance. In addition the new coins must 
meet three important conditions: (1) They must be 
reduced in fine silver content sufficiently to remove 
the danger of their being driven to the melting pot. 
But how could this be done unless one could foresee 
the future price of silver ? When Congress passed the 
Philippine Coinage Act, March 2, 1903, it allowed a 
margin of 32.4 per cent,’ which was believed by nearly 
every one to be ample. That margin had now been 
used up and 13 per cent more,? by the advance 
in silver. Some persons well informed with regard 
to the silver market were predicting a continued rise 
in silver until the time honored ratio of 15} to one 
should again be realized. Clearly the history of the 
price of silver during the immediately preceding years 


1 This figure is derived by comparing the bullion par of the peso, 293d. per 
ounce, with the average price of silver for February, 1903, of 22;°;d. 


2 Cf. supra, p. 218. This percentage is computed from the maximum price of silver 
in 1906, i. e., 334d. on November 17th. 
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did not justify much confidence in prophesies concern- 
ing its future. (2) The second condition was that the 
coins should not be so reduced in weight as to unduly 
encourage counterfeiting. In the orient, where labor 
is cheap, where the natives are noted for their mechani- 
cal skill (as in the Philippines), and where the machinery 
for preventing counterfeiting is not so efficient as in 
Europe and America, the danger of counterfeiting 
is a real one, and is materially increased when there 
is a wide margin between the bullion value of coins 
and their money value.' (3) The other condition 
was that the coins should not be reduced so much 
in weight as to endanger their acceptability by the 
people as equivalent to the existing larger weight 
coins. The natives would naturally be suspicious 
of any reduction in the size of the coins so soon after 
the existing Philippine coins had been put into circu- 
lation at a premium over the silver standard coins 
with which they had been long familiar. It is true 
they were accustomed to monetary changes’ and to 
light weight silver coins circulating at a par with 
heavier coins.* Unfortunately, however, many of 
them were suspicious of the American Government, 
and there were not wanting many people, especially 
Chinese money changers, who would gladly exploit 
their ignorance and distrust. 

After weighing these various factors it was decided 
that the wisest plan, in spite of the risk of experiencing 

1 United States silver dollars were extensively counterfeited in the Philippines 


during the early years of the American occupation. R tly the devel t of an 
efficient police service in the Philippines has greatly reduced the danger of counter- 


feiting. 

2 For a compilation of laws and executive orders with reference to currency matters 
in the Philippines for the period 1561-1893, see D. F. Aguilar y Biosco, Legislacion 
sobre Moneda Filipina, Manila, Tipografia “‘ Amigos del Pais,’’ 1893. 


* First Annual Report of the Chief of the Division of the Currency for the Philip- 
pine Islands, 1904, pp. 11-16. 
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some temporary difficulties in putting the new coins 
into circulation, was to make a very substantial reduc- 
tion in both the weight and fineness of all the silver 
coins. The gross weight of the peso was accordingly 
reduced from four hundred and sixteen grains to 
twenty grams (t.e., approximately three hundred 
and nine grains), and the fineness from .900 to .800, 
thus reducing the fine silver content of the peso 
by 34 per cent, and changing the ratio with gold 
from 32.25 to 1, to 21.3 to 1. With this ratio the 
new peso will not be in danger of the melting pot 
until silver reaches approximately 443d., and before 
that time both the Indian rupee (with its ratio to 
gold of 21.9 to 1) and the new Japanese silver 
coins! (with their ratio of 21.6 to 1) would have 
passed the bullion point. The Philippine peso in the 
future, therefore, is well protected by the large silver 
circulation of these two countries. 

The recoinage law made the silver subsidiary coins 
exactly proportionate in weight to the peso, but re- 
duced their fineness from .900 to .750. Having a 
larger percentage of alloy than the peso, the new sub- 
sidiary coins will not reach their bullion par until the 
price of silver rises to 474d. (giving a ratio with 
gold of 19.9 to 1). Long after the peso would go 
to the melting pot, the subsidiary coins would remain 
in circulation; and to orientals the half peso is usually 
as acceptable a medium of exchange as the peso. In 
Spanish times the half peso was unlimited legal tender. 

Shipments of the old coins to the United States 
mints for recoinage began December 15, 1906,? and 
have continued from time to time ever since. By the 


1 Infra, p. 263. 


2 Report of the Treasurer of the Philippine Islands, 1907, in Report of Philippine 
Commission, 1907, Part III, p. 68. 
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end of the fiscal year 1910, P28,850,373 out of a 
total of P32,779,282 had been returned to the mint for 
recoinage.! Of the less than four million remaining 
it is estimated that about a million have been smuggled 
out of the country. 

The first consignment of the new coins arrived in 
Manila on May 4, 1907, and the operation of placing 
the new money in circulation was commenced im- 
mediately. A provision in the Philippine recoinage 
act of December 6, 1906, required, for the purpose of 
expediting the ready circulation of the new coins, 
that the Treasurer should prepare an explanatory 
circular which should be translated into the various 
languages and dialects of the Philippines and should be 
distributed throughout the Islands. This circular 
should “ explain the reason for the recoinage’”’ and 
should “inform the public that the new coins will be 
received in payment of all taxes and Government 
dues, and will be legal tender for private debts as the 
equivalent of the old coins; that they will be receivable 
in Manila for the purchase of gold drafts on the same 
terms as the old coins, and that they may be exchanged 
on demand at the Insular Treasury in Manila and at 
various provincial treasuries throughout the Islands 
for silver certificates, and if desired for nickel and 
copper coins.” Such a circular was prepared and 
translated into Spanish, Chinese, and eleven native 
dialects and distributed throughout the country. 
“In addition all provincial treasuries were directed 
to carry on a general campaign of education in order 
that . . . [the people] might become thoroughly ac- 
quainted with the new currency and the reasons for 
the change in its weight and fineness.” ? 

1 Report of the Treasurer of the Philippine Islands, 1910, p. 32. 
2 Report of the Treasurer of the Philippine Islands, 1907, p. 68. Op. cit. 
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At first, as was anticipated, there was some discrimi- 
nation against the new coins, particularly in the 
interior of the country. From some sections reports 
were received that Chinese traders would not receive 
the new coins in business transactions except at a 
discount varying from 20 to 40 per cent, and that 
they were offering as high 5 per cent premium in 
the new coin for the old. The educational campaign, 
however, carried on by the Government and by the 
banks, coupled with the fact that the new silver coins 
were readily interchangeable at government treasuries 
throughout the Islands for silver certificates and nickel 
and copper coins, with which the people were familiar, 
soon broke down all discrimination, and by October 
15, 1907, the new coin was ‘‘ accepted without question 
in every part of the Islands, and no reports or com- 
plaints have been received for the past two months 
as to discounting, and so far as can be ascertained no 
premium is now paid for the old coin.” ! 

Incidental to the work of improving the Philippine | 
coinage system by the recoinage, the Government 
realized a very substantial profit upon the operation. 
The new pesos contain but 66 per cent as much 
pure silver as the old, and the new subsidiary silver 
coins but 62 per cent. If all the old coins were 
recoined into coins of the same denominations, there 
would result a gross profit of about P17,450,000; 
provided of course there were need of the additional 
coins for monetary purposes, as appears to have been 
the case.2 If one assumes that P2,000,000 of the 
old coins will not appear for recoinage, and that all 
the expenses incident to the withdrawal of the old 


1 Ibid., pp. 68-69. 

2 The amount of Philippine currency in circulation in the Islands increased from 
P30,030,411, June 30, 1906, to P 48,754,697, June 30, 1910. Annual Report of the 
Treasurer of the Philippine Islands, 1910, p. 36. 











254 QUARTERLY JOURNAL OF ECONOMICS 


money from circulation and its recoinage amount to 
8 per cent—a very liberal allowance — he arrives 
at P12,500,000 as the approximate net profits of 
recoinage. This sum in itself is sufficient to pro- 
vide a gold reserve of about 25 per cent for the 
entire Philippine circulation—a reserve adequate 
for all probable demands. 


The Straits Settlements 


Contemporaneous with the work of establishing the 
gold exchange standard in the Philippines, a currency 
reform looking toward the gold standard was being 
effected in the neighboring British Colony of the Straits 
Settlements. This currency reform from the beginning, 
however, unlike that of the Philippines, was greatly 
influenced by the silver market. The history of this 
reform down to the summer of 1906 has been given 
elsewhere,! and only a very brief summary will be 
required here. 

The plan of reform adopted in the spring of 1903 
“ provided for the recoinage of the British and Mexican 
dollars then circulating in the Malay peninsula into 
new Straits dollars of the same weight and fineness 
as the British dollar (7. e., four hundred and sixteen 
grains .900 fine), and for the subsequent raising of 
the value of these new dollars to an unannounced 
gold par by means of limiting the supply, in accordance 
with the principle by which India raised the gold 
value of the rupee.” * 

The reason for not announcing in advance the gold 
par to be adopted was the strong upward tendency 


1 E. W. Kemmerer, A Gold Standard for the Straits Settlements, I and II, in 
Political Science Quarterly, xix (1904), pp. 636-649; xxi (1906), pp. 663-698. 


2 Ibid., II, p. 663. 
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in the price of silver. The British authorities feared 
that if the gold par should be announced in advance, 
further rises in the price of silver might carry the 
dollar above the bullion par and necessitate either 
an entire recoinage or the adoption of a new gold par. 
It was decided, therefore, to adopt a permanent weight 
and fineness for the dollar, and to adjust the gold par 
of exchange, 7.¢., unit of value, in accordance with 
the demands of the price of silver... The great advance 
in silver in 1904 and 1905 soon made it evident that 
a two shillings par which had generally been expected, 
and which it is now known the Government had con- 
templated, would be out of the question, and that 
a substantially higher par must be adopted. This 
situation naturally led to a great amount of speculation 
for a rise in exchange. One large foreign banking 
house undertook to corner the supply of dollars, which 
was absolutely limited, and to a considerable extent 
succeeded, realizing great profits upon its speculations. 

The excitement of the money market became so 
intense by the latter part of January, 1906, that the 
Government was forced to relieve the situation by 
declaring the gold par earlier than it had intended; 
and on January 29th a gold par of 28d. was announced. 
At this rate the Currency Commissioners were au- 
thorized to issue government notes in exchange for 
gold received by them at Singapore. Since then 
Singapore exchange has always stood in the neighbor- 
hood of 28d.? 

The new Straits dollar at a gold value of 28d. had a 
bullion par of 33ysd. On January 29, 1906, when 


1 For a criticism of the plan of considering the weight and fineness of the dollar 
the unalterable thing, and the unit of value the alterable one, instead of the reverse, 


ef. ibid., II, pp. 683, ff. 


* Cf. Fraser and Company's Exchange Circulars (published at approximately 
weekly intervals and bound into annual volumes), Singapore, 1906-10. 
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the 28d. gold par was announced, the London price 
of prompt silver was 30;sd., thus giving the dollar 
a margin above bullion par of about ten per cent. 
By October, 1906, however, silver reached 32;'sd., 
which was within two per cent of bullion par,! and 
the new coins were therefore facing the danger of 
the melting pot. Something had to be done promptly 
to protect them. The Government might have met 
the difficulty by still further raising the gold par; 
since in fixing the 28d. par it had expressly reserved 
the right to raise the gold par still higher if future 
advances in the price of silver should make such a 
course desirable. Previous experiences in raising the 
value of the dollar, however, had been too unfortunate 
to justify a continuation of this policy. The Govern- 
ment accordingly adopted a different and wiser course. 

Let us first consider secondary measures for meeting 
the situation, and then the principal one, i.¢., re- 
coinage. 

The first step, which was taken as early as February 
13, 1906, was to again put into operation the order 
of October 2, 1903, prohibiting the exportation of the 
new dollars.? Such a measure in an entrepét of foreign 
trade like the Straits Settlements, with a small customs 
service, would be very difficult to enforce if the silver 
value of the dollar should rise appreciably above 
bullion par, and was consequently not relied upon as 
an important factor in the solution of the problem. 

The second step was to extend to other money the 
quality of unlimited legal tender. British sovereigns 


1 The Acting Treasurer estimated that the melting and shipping point was 1}4 
per cent above the bullion par; this he considered sufficient to cover “ cost of trans- 
port (freight and insurance) to the purchaser, interest, and the cost of melting and 
refining to standard bars.” Straits Settlements Financial Report and Statements 
for the year 1906, pp. 10-11. 

* Cf. E. W. Kemmerer, A Gold Standard for the Straits Settlements, II, p. 664 
and note 3. Op. cit. 
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were made unlimited legal tender' and payable in 
the redemption of government notes at the rate of 
28d. to the dollar after November 23, 1906. This 
action was taken “‘ mainly with the object of enabling 
the Currency Commissioners to prevent any drain 
on the silver reserve, of which the greater part was 
being remitted to England for recoinage.”* Fifty 
cent pieces were made unlimited legal tender, instead 
of legal tender only to the amount of two dollars as 
formerly. Being unlimited legal tender they might 
be paid out by the Government in redemption of its 
currency notes.‘ It has been observed that the fifty 
cent piece is a very popular coin in oriental countries. 
It has a gold value nearer to the standard monetary 
unit of most European countries than the dollar, and 
is better adapted to the needs of poor countries than 
the more customary oriental unit of about twice its 
value. Inasmuch as two fifty cent pieces contained 
about 10} per cent less pure silver® than the dollar, 
they would circulate until silver rose proportionately 
above the melting point of the dollar. Further, 
currency notes of the denomination of one dollar were 
printed and put into circulation. They were made 
unlimited legal tender, and proved very popular.® 

1 Cf. Order of King in Council dated October 22, 1906, and order of Governor- 


General of the Straits Settlements dated November 20, 1906. Thirty-seventh Annual 
Report of the Deputy Master and Comptroller of the Mint, 1906, pp. 104-105. 


* Straits Settlements Annual Report, 1906, p. 6. 


3 An order to this effect was issued by the Governor-General November 23, 1906, 
under authority of an Order of King in Council dated October 22, 1906. 


* Ordinance xxvi of 1906, amending sec. 4, par. 3, of “The Currency Note 
Ordinance, 1899." 


§ They contained 419 grains of silver .800 fine to the dollar. 


* Straits Settlements Annual Report, 1906, p. 6. 
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Recoinage 

The fourth and most important step was that of 
recoinage. A reduction in the bullion value of the 
coins could obviously be brought about by (1) a reduc- 
tion in fineness of the coins, leaving the weight and 
size unchanged, (2) a reduction in the weight, leaving 
the fineness unchanged, or (3) a reduction in both 
weight and fineness — the plan adopted by the Philip- 
pines. One of the chief advantages of the first plan 
was the fact that the size of the coins would be un- 
changed and the appearance only slightly altered 
and, as a consequence, the difficulty of bringing the 
new coins into ready acceptability by the public 
would be minimized. Against this plan was the obvious 
objection that a reduction in fineness from .900 to 
.800 reduced the bullion value of the coins by only 
11.1 per cent, and afforded too small a margin of 
safety in view of the condition and prospects of the 
silver market. A reduction in the fineness of the dollar 
much below .800 was metallurgically undesirable. 
The second and third plan made possible a sufficient 
reduction in the bullion value of the coins to provide 
any margin of safety desired, but only at the expense 
of endangering the acceptability of the coins. 

It appears that the Government wavered between 
the first and second plans. In October, 1906, it decided 
merely to reduce the fineness of the dollar from .900 
to .800, leaving the weight unchanged.' For some 
reason, probably the great advance in the price of silver 
in October and November of 1906, the Government 
changed its plan and decided upon a 25 per cent 


1 An order of the King in Council dated October 22, 1906, provided that .800 should 
be substituted for .900 as the fineness of the dollars coined after such date as may be 
fixed by the Governor. 
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reduction in the weight of the dollar, leaving the 
fineness unchanged; and a 254 per cent reduction in 
the weight of the fifty cent piece, raising the fineness 
from .800 to .900.1_ An order of the King in Council, 
dated February 11, 1907,? authorized the Governor 
to fix by proclamation the weight of the new dollar 
at three hundred and twelve grains .900 fine, and that 
of the fifty cent piece at one hundred and fifty-six 
grains .900 fine.* On March 4, 1907, Governor Ander- 
son issued two proclamations! providing that the 
authorized changes in the dollar and the fifty cent 
piece should go into effect at once. These changes 
raised the builion par of the dollar from a London 
price of silver of 335d. to one of 443d. and that | 
of the half dollar from 377sd. to 444d. The new ’ 
bullion par gives a gold ratio of 21.3 to 1, the same 
as that of the recoined Philippine peso, a ratio lower 
than that of either India or Japan. 

As soon as the recoinage ordinance was issued, 
measures were taken for beginning the work. Large 
quantities of coin on hand in the currency note reserve 
were shipped at once for recoinage, and other coins 
were shipped as rapidly as they could be conveniently 
withdrawn from circulation, the note reserve being 
used as a continuing fund to facilitate the operation. 
During the fiscal year 1907, $10,767,500 of the new 

1“ Both the Chinese Advisory Board and the Chinese Chambers of Commerce 


were strongly against any reduction in the fi of the dollar. ...” Straits Settle- 
ments Financial Report and Statements for the year 1906, p. 12. 





2 Cf. Thirty-seventh Annual Report of the Deputy Master and Comptroller of the 
Mint, 1906, pp. 106-108. 


* This order in council also declared that ‘“‘. . . the Governor of the Colony may 
at any time, with the approval of the Treasury and a Secretary of State, issue a proc- 
lamation fixing for the subsidiary coins below the denomination of fifty-cents .. . 
@ new standard of weight or millesimal fineness or both. . . .” Ibid., pp. 106-107. 


‘ These are given in Report of the Director of the United States Mint, 1907, 
pp. 197-199. 
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coins were received. ‘“‘ They were not very popular 
at first and at the end of the year, $5,150,000 of them 
were remaining in the hands of the Currency Commis- 
sioners.... One dollar notes are to some extent 
taking the place of the dollar.” ! 

By the end of the year 1909, the recoinage of dollars 
was completed, the total amount received being 
$19,006,872, “showing a surplus of $4,751,898 over 
the amount sent for reminting,” * and yielding a gross 
profit of 333 per cent. The increased supply of 
coins which would have resulted from the recoinage 
of all the old dollars would have been much larger 
than the needs of the country; and accordingly 
$3,000,000 were sold as bullion in 1907 (in addition to 
$1,000,000 of surplus subsidiary silver including $106,- 
000 in fifty cent pieces),? and $12,778,213 in 1910. 
From the 1910 sales $9,363,070 was realized, showing 
a loss from face value of about 27 per cent. 
The net profits upon the recoinage have been turned 
into the Gold Standard Reserve Fund (created by 
sec. 73 of Ordinance I of 1906) and the Straits have 
definitely adopted the gold exchange standard, selling 
sterling exchange on demand in Singapore on London 
and dollar exchange in London upon Singapore.‘ 

The developments which led the British authorities 
to adopt the gold exchange standard for the Straits 
Settlements after having been opposed to it at first,® 
and the mechanism of the gold exchange standard 


1 Straits Settlements Financial Report and Statements for the year 1907, p. 7. 

2 Ibid., 1909, p. 6. * Ibid., 1907, p. 8. 

* Cf. Currency Note Ordinance (xxvii of 1908) Amendment Secs. 10-12. Ex- 
change operations for maintaining the gold parity of the currency were begun by the 
Government as early as 1906. Straits Settlements Financial Report and Statements 
for the year 1906, p. 10. 

* In 1906 the writer criticised the British authorities for refusing to adopt the 
gold exchange standard in the Straits Settlements. Cf. A Gold Standard for the 
Straits Settlements, II, pp. 678-681. 
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as adopted, offer material for an interesting chapter 
in monetary history. Such a chapter, however, does 
not fall within the province of this paper. It will 
suffice to observe that the 1906-07 rise in the price of 
silver which resulted in the recoinage of Straits dollars 
and made possible the accumulation of a substantial 
gold reserve, was to a considerable degree responsible 
for the effective inauguration of the gold exchange 
standard. 


Japan 


Japan, unlike the other countries being studied, 
had completed her currency reform some years before, 
having been upon a gold standard since 1897.! As 
in these other countries, however, the ratio of silver 
coins with gold in Japan was high. The only silver 
coins authorized by the gold standard act of 1897 
were the pieces of fifty sen, twenty sen, and ten sen, 
containing 332.75 grains of pure silver to the yen, 
and being .800 fine. Inasmuch as the new unit of 
value was the gold yen* containing 11.574 grains of 
pure gold (representing approximately the value of the 
silver standard yen at that time in circulation) the 
legal ratio of gold to silver was 28.75 to 1, and 
the bullion par of the silver coins was approximately 
32i4d. per ounce for British standard silver. For 
March, 1897, the month in which the Japanese gold 
standard act was passed, the average price of silver 
was 29d., and the tendency was strongly downward. 
Under these circumstances the margin of 11.3 per 
cent in March, 1897, seemed a safe one. 

1 An historical sketch of Japanese currency will be found in the Report on the 


Adoption of the Gold Standard in Japan. By Count Matsukata Masayoshi, Tokio, 
1899, ch. i-iv. 


® The only gold coins actually coined under the new law were coins of twenty, 
ten, and five yen. 
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At the date of the passage of the gold standard act 
“the scarcity of subsidiary money was being felt 
everywhere.” ! This fact, coupled with (1) the de- 
mands of a rapidly growing trade, (2) the provision 
of law for the withdrawal from circulation of the 
66,000,000 of one yen convertible notes of the Bank 
of Japan, (3) and the withdrawal of the 39,320,000 
yen (estimated) of one yen silver pieces, resulted 
in a very large coinage of silver subsidiary money 
during the period 1897-1905, — a coinage amounting 
in all to over 51,000,000 yen.* In 1905, there were 
in circulation in the form of subsidiary silver pieces 
over 82,000,000 yen.* 

Japan was one of the first countries to recoin her 
silver money in response to the rise in the price of 
silver. The “high” price of silver for February, 
1906, gave Japanese silver coins a margin of only 
about six per cent below bullion par. To Japan the 
situation was especially serious because silver coins 
represented such an important part of the country’s 
circulating medium, and because all silver coins (ex- 
cept the five sen piece of the old coinage) were of 
proportionate weights and the same fineness, so that 
pieces of fifty, twenty, and ten sen would all go to the 
melting pot at about‘ the same time. 

A recoinage law was passed April 6, 1906, to take 
effect June ist. It reduced the fine silver content 
of the fifty sen, twenty sen, and ten sen * pieces from 

1 Matsukata Masayoshi, Report on the Adoption of the Gold Standard in Japan, 
p. 230. Op. cit. 

? Seventh Financial and Economic Annual of Japan, 1907, p. 145. 

3 Ibid., p. 144. 





4 The degree of abrasion would obviously be diff t for diffi t denominations, 
inasmuch as the smaller coins offer a greater surface in proportion to their bulk than 
the larger ones, and are also liable to receive harder usage. 


5 The fineness of the fifty sen and twenty sen pieces was continued at .800; that 
of the ten sen piece was reduced to .720 to avoid unduly reducing the size of the coin. 




















THE RECENT RISE IN THE PRICE OF SILVER 263 


332.75 grains (to the yen) to 250 grains, a reduction 
of 25 per cent. By this change the bullion par was 
raised from 32}%d. per ounce to 43%4d., and the ratio 
with gold reduced from 28.75 to 1 to 21.6 to 1. 
This places the Japanese ratio also below that of 
India, which is 21.9 to 1. Recoinage of the fifty sen 
and twenty sen pieces was begun promptly, and over 
12,000,000 yen in coins of these denominations were 
minted during the fiscal year ending March 31, 1907. 
A reduction of 25 per cent in the fine silver con- 
tent of the 82,000,000 yen of subsidiary coins in 
circulation in 1906 would mean a very substantial 
profit to the Government, even after due allowance is 
made for all expenses incident to the recoinage. More 
recent figures upon the recoinage are not yet available. 


Mexico 


The last country to be considered is Mexico. While 
our southern neighbor was on the silver standard a 
pronounced rise in the gold price of silver was fre- 
quently 4 signal for hard times because of the depressing 
influence of a rise in the gold exchanges upon Mexico’s 
export trade. The great rise in the price of silver 
during the period 1905-07, however, proved a boon 
to Mexico. It raised her quickly from a silver standard 
to a gold standard with an abundance of gold; enabling 
her to escape the long and painful process by which 
India raised the gold value of the rupee; it brought 
exceptional prosperity to the class which it was feared 
would suffer most from the closing of the mints to the 
free coinage of silver, 7. e., those engaged in the produc- 
tion of silver; it gave Mexico a substantial gold reserve; 
and finally, as the Mexican economist, Professor 
Enrique Martinez Sobral, has said, it enabled Mexico 
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to effect its monetary reform, in large part at least, 
at the expense of foreign countries.' 

After a thoro study of the subject of monetary 
reform in Mexico and a masterly report * by the Mexi- 
can Monetary Commission in 1903, a plan for placing 
Mexico upon the gold standard was adopted in the 
decree of March 25, 1905, issued under authority of 
the enabling act of December 9, 1904.* 

The plan (which was somewhat similar to that 
adopted by India in 1893) called for the raising of the 
dollar, by “relative contraction”’ of the currency, 
to the value of seventy-five centigrams of pure gold 
(the equivalent of 49.8 cents United States money) 
and for the ultimate maintenance of a fixed par with 
gold by means of the gold exchange standard. The 
existing Mexican dollar was to be continued in circula- 
tion as unlimited legal tender money, but its free coinage 
for circulation in Mexico was to be discontinued. 
Upon this basis the ratio with gold would be 32.58 
to 1. The existing subsidiary coins, which had been 
of the same fineness as the Mexican dollar and of 
proportionate weights, were to be withdrawn from 
circulation and for them was to be substituted new 
subsidiary coins of lighter weights (twenty-five grams 
to the dollar) and of lower fineness (.800 fine instead 


1 Enrique Martinez Sobral, La Reforma Monetaria, 2d ed. Mexico: Tipografia 
de la Oficina Impresora de Estampillas, 1910, p. 196. 


2 The entire report, which is in Spanish, is published in six quarto volumes. It 
is a mine of information upon monetary subjects not only for Mexico but for other 
countries. 

The Commission's final recommendations and reports, an explanatory statement 
by the Minister of Finance, and a bill sent to the Mexican Congress, are published 
in English in the Report of the Commission on International Exchange, on Gold 
Standard in International Trade, 1904, pp. 334-450. 


* The laws and decrees relative to the reform down to July 10, 1906, are published 
in a public document entitled Leyes y Disposiciones relativas a lg Reforma Monetaria, 
Mexico, 1906. 
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of .9027).1 This reduction of the fine silver content of 
subsidiary coins to 18.2 per cent less than that of the 
dollar — a reduction made primarily to prevent the 
coins from being exported *— later proved to be a 
measure of great importance in carrying out the cur- 
rency reform.* 

The Mexican currency reform was inaugurated later 
than those of the Philippines and the Straits Settle- 
ments, and the uncertainty of the silver market seems 
to have been more fully appreciated by the Mexican 
Government than by the others. Frequent references 
are found in the Monetary Commission’s Report to 
the danger that silver may rise to such an extent as 
to put the silver coins in danger of exportation or of 
the melting pot, and a plan of action was early decided 
upon to meet such a contingency. With reference 
to the question as to what ratio between gold and 
silver should be adopted for Mexico’s new currency, 
the Commission said in its final report: ¢ 


The fourth sub-committee, taking as a base the average gold 
price of the white metal from 1893 to 1902, has urged, with abun- 
dance of sound reasons, the expedience of adopting a ratio that 
shall not be less than 1 to 36 nor more than 1 to 32. This view 
was combatted by no one except Mr. José de Landero y Cos, 
who expressed the belief that even the latter of the two ratios 
did not leave a sufficient margin to insure the maintenance of the 
new coin at a higher value than its mere bullion value, because 
the rise of silver during the closing months of the present year, 
a rise characterized by unaccustomed firmness, showed indications 
not only of being sustained, but even of being accentuated, until 


4 Act of March 25, 1905, ch. i, art. 5. Ibid., pp. 45-46. 


® Cf. Report of Joaquin D. Casasius and M. Fernandes Leal to fifth sub-committee 
of the Mexican Monetary Commission; also the recommendations of the Commission 
itself upon this subject, Comision Monetaria, Actas de las Juntas Generales y Docu- 
mentos a elles Anexos, Mexico, 1904, pp. 163-200. 


3 Infra, p. 267. 


* Quoted from English translation in Report of Commission on International 
Exchange, on Gold Standard in International Trade, 1904, p. 410. 
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the relationship between gold and silver should approach, or per- 
haps even attain, the ratio of 1 to 32.... Considering... 
that the enhanced value ascribed to the new coin ought not 
greatly to exceed the bullion value of that coin, based on the 
average of the last ten years, . . . we resolved to adopt the for- 
mula . . . by virtue of which the gold value of the new dollar 
will be fixed on the basis of the average gold price of the Mexican 
dollar in the last ten years plus an addition not to exceed ten per 


cent. 


Referring to the question as to what ought to be 
done in case, subsequently to the adoption of the 
monetary reform, the gold price of silver were to rise 
to a point at which the bullion value of the new dollar 
should become equal to, or even exceed, legal parity, 
the Commission said: ! 


Such a contingency cannot be regarded as impossible if one con- 
siders the surprises which the constant fluctuations of silver have 
had in store even for the most farseeing and well informed per- 
sons. To meet such a contingency there would only be two courses: 
Either to alter . . . the legal parity adopted when the reform 
was enacted, or to go, fully and openly, on the gold basis with gold 
in circulation; and inasmuch as the drawbacks and disastrous 
consequences of the former course were obvious, the latter was 
adopted without hesitation or difference of opinion, and in con- 
sequence was embodied in the twelfth base of the plan of reform. 


This base recommends that under such a contingency 
steps should be immediately taken “to demonetize 
the silver dollar and to introduce the gold standard, 
with free coinage and use of the yellow metal as a 
medium of circulation.” ? 

About eleven months later Finance Minister Liman- 
tour in submitting to Congress the draft of a bill for 
stabilizing the gold value of the Mexican dollar said: * 


For months past the exchange value of our dollar on New York 
has been 46 cents to 47 cents gold, in spite of the fact that 
the price of silver in bars has been relatively lower. As, however, 


1 Tbid., p. 417. 2 Ibid., p. 422. 3 Ibid., p. 443. 
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the tendency of the white metal does not afford any prospect 
of considerable improvement (for neither is production likely to 
be curtailed nor the demand suddenly to increase to any extent) 
it would seem, as far as foresight can go in these difficult and 
obscure problems, that the margin between the commercial value 
of the metal contained in the dollar and the gold value which 
it is intended to give to our monetary unit, is sufficiently broad 
to dispel any fear, at any rate for some time to come, of the serious 
inconvenience that would be occasioned by the rise in the price 
of silver above legal parity, and yet is not so broad as to inspire 
doubt as to the ability of the silver dollar to attain parity with 
gold without serious difficulty by the policy of relative contraction 
of the currency. 


As a special precaution, however, the bill proposed 
by the Finance Minister, and which later became 
law,’ gave the Executive authority “to permit the 
legal circulation, for a limited period, of the gold coin 
of other nations’ and to fix their value in terms of 
Mexican coin, in case the price of silver in London 
should go above 284d. per ounce — the legal parity 
was 284%. It also gave the Executive power “ to 
modify civil and mercantile legislation in all matters 
connected with prestations and payments of money.” 

How incorrect the prophesies of Finance Minister 
Limantour were will be seen from the figures with 
reference to silver on the following page. 

As early as August, 1905, silver reached a point 
within 0.6 per cent of bullion par; on October 21st 
it reached bullion par, and for the month of November 
it averaged 1.9 per cent above bullion par, reaching 
in that month a maximum of 4.8 per cent above. 
For every month during 1906 and every month during 
1907 down to October the price of silver averaged 
well above bullion par, the average margin reaching 
13 per cent for November, 1906, and the maximum 
margin reaching 14.5 per cent for the same month. 


1 Law of December 9, 1904. Leyes y Disposiciones, etc., pp. 39-41. Op. cit. 
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DOoLLaR 
M 1905 1905 1906 1906 1907 1907 
onth Highest | Average | Highest | Average | Highest | Average 
January... .| 19*|} 3.4*| 46 41 | 12.2 9.9 
February ... 2.1* 3.0* 6.5 5.3 11.1 10.1 
March .... 4.2* 7.4* 5.2 3.3 10.9 8.2 
April ..... 7.9* 9.6* 5.7 3.6 5.5 4.7 
May wasted 5.6* 7.8* 8.5 7.1 7.6 5.4 
Jume ..... 6.2* 6.9* 7.6 4.5 74 6.8 
ae 5.6* 6.2* 5.2 4.2 10.4 8.5 
August .... 0.6* 3.2* 7.0 5.5 11.5 9.5 
September .. 0.6* 1.4* 9.8 8.9 9.1 8.1 
October ray 0.0 1.0*| 12.6 11.2 6.8 0.2* 
November... . 4.8 1.9 14.5 13.0 3.0* 6.1* 
December .. . 4.8 3.7 12.0 10.7 7.5* 9.4* 
re 4.8 3.8*| 14.5 6.8 12.2 49 
* Below. 


With the high profits realizable from exporting 
the dollar which such figures suggest, one would expect 
bullion dealers everywhere to collect dollars and to 
export them in large quantities. To prevent this, 
the Commission on Exchange and Money ' (Comision 
de Cambios y Moneda) wisely undertook to keep in 
its own control the matter of exporting dollars. Its 
problem and how it was solved may best be told in 
the words of its own admirable report: * 


1 This is an honorary commission consisting of ten men including the Secretary of 
the Treasury. It was created by the act of April 3, 1905, and given wide powers with 
reference to the administration of currency matters. Among its principal duties was 
the administration of the “ Regulator Fund” (Fondo Regulador de la Circulation 
Monetaria), constituted by the act of March 25, 1905, with an initial appropriation 
of ten million dollars the fundamental object of which was “‘ to facilitate the adaptation 
of the monetary circulation, with reference to the quantity of money, to the require- 
ments of a stable exchange with foreign countries." Leyes y Disposiciones. etc., pp. 
52 ff., and 93-105. Op. cit. 


2 Memoria de la Comision de Cambios y Moneda, que Comprende el Periodo 





Transcurrido de lo de Mayo de 1905, & 30 de Junio de 1909. Mexico, 1909, pp. 
12-14. 
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The Commission immediately decided to take advantage of such 
a favorable conjuncture to undertake the task of demonetizing 
the Mexican peso, converting into gold the silver which it con- 
tained. ... In order to accomplish this end it would be necessary 
to proceed very rapidly, since it was impossible to predict how 
long the advance in silver would continue; and at the same time 
with great caution, since it is known that the silver market is 
exceedingly sensitive, and the offer of silver even by a very small 
amount in excess of the demands of the day is sufficient to depress 
the market to a considerable degree. Without precipitation, 
therefore, but with inviolable firmness, following the fluctuations 
of the market closely and with anxious interest, the Commission 
began to realize upon the pesos which it held in the Regulator 
Fund. When it had disposed of these at remunerative prices, 
which happened soon, it made an arrangement with the banks 
according to which they undertook to turn over to the Commission 
their cash balances of pesos upon condition that they should realize 
upon them in London without loss, notwithstanding the great 
diversity of places in which the money was gathered. 

It was the invariable rule of the Commission in the numerous 
operations of this kind which it undertook, to turn over all or 
nearly all the margin of profit which it realized to the banks which 
furnished the pesos for exportation, since it appeared that by 
proceeding in this way it not only complied with the demands of 
justice but best accomplished the purpose for which the Commission 
was created. That purpose was not to secure profit, but to con- 
tribute to the establishment and maintenance of the monetary 
circulation of the Republic upon sound and stable bases. 

Another object pursued at the same time by the Commission 
in its conduct of this affair was to prevent banks and individuals 
from becoming interested in undertaking directly operations for 
the exportation of pesos. To this end the services of the Com- 
mission were made essentially gratuitous. Thus the Commission 
prevented disturbances in the silver market which without doubt 
would have taken place if the offerings of Mexico had been multi- 
plied in a disorderly manner and had not been turned into one 
channel, attention always being given to the circumstances of 
the moment. The Commission furthermore enjoyed facilities 
for conducting the business quickly, effectively, and cheaply, 
which were not available to all exporters. 

In this manner the Commission exported from November 17, 
1905, to September 24, 1907, the important sum of $60,727,500 
from which it was able to realize upon all but $2,710,000. 


1 Before this latter sum could be realized upon, the price of silver declined so far 
that it became desirable for the Commission to have the coins returned to Mexico. 
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Notwithstanding ail the efforts, which have been alluded to, 
for conserving the Commission’s control over the exportation of 
pesos, it continually feared that a time would arrive when its con- 
trol would disappear, because it was certain that if the high price 
of silver should persist, the spirit of gain and of speculation would 
induce many to undertake operations on their own account. The 
danger then would consist not only in the disturbances which would 
thereby be caused in the market for the purchase of silver, but 
also in the rapid retirement from circulation in the Republic of 
large sums of pesos, thus producing quickly a dangerous contraction 
in the currency . . . since individuals would not find it to their 
interest to follow the nvariable practice of the Commission of 
returning to the circu.ation in the form of gold tie equivalent 
of the silver coins withdrawn. 


When in October and November, 1906, the price 
of silver rose to an average of 11.2 per cent and 13.0 per 
cent, respectively, above bullion par, the exportation 
of silver pesos became so profitable “‘ that commercial 
people of every class and persons not engaged in com- 
merce undertook their exportation.” '! Figures cited 
by the Commission tend to show that nearly sixteen 
million pesos were exported by private parties prior 
to November 19, 1906.” 

Now we find Mexico’s currency problem reversed. 
It is no longer the problem of creating a scarcity of 
money so as to raise the value of the peso to the gold 
par of seventy-five centigrams of pure gold, but the 
problem of preventing a currency scarcity and of 
keeping the peso down to the gold par for purposes 
of circulation. On every side fears were expressed 
lest the country would be denuded of its currency 
supply. The situation was made more serious by the 
facts that (1) at the time the pesos were being exported 
subsidiary coins were being withdrawn from circulation 
and recoined, also minor coins of nickel and copper; 


1 Werner Hegemann, Mexikos Ubergang sur Goldwahrung, Stuttgart, J. G. Cot- 
ta’sche Buchh. Nachf., 1908, pp. 173-174. 


2 Memoria de la Comision, etc., p. 15. Op. cit. 
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(2) there were in force strict limitations upon additional 
issues of bank notes which had been imposed to pre- 
vent an increase of bank note circulation from inter- 
fering with the “ relative contraction of the currency.” ! 

How was the emergency met? It will be recalled 
that Mexico’s currency legislation placed very wide 
discretionary powers in the hands of the administration, 
and that these powers were placed largely in the 
Commission on Exchange and 1. ney, subject to the 
approval of the Finance Minister. This wide dis- 
cretion now became very useful and was wisely exer- 
cised. 

On November 19, 1906, a ten per cent duty was 
imposed upon the face value of silver coins exported; 
with the proviso that exporters would be exempted 
from the tax if within thirty days of the date of ship- 
ment they should turn over to the Commission for 
gratuitous coinage gold bars or foreign gold coins equiv- 
alent in value at the legal parity to the pesos exported. 
There was exported, in accordance with the provisions 
of this law, down to the close of the fiscal year 1907-08, 
P8,264,447,? which added to the net exportations made 
by the Commission for which gold was returned, total 
over P66,000,000.* 

The next step was to make every effort to expedite 
the coinage of all new kinds of Mexican money, gold, 
silver, nickel, and copper. To this end not only was 
the Mexican mint worked to its full capacity, but the 
mints of other countries‘ were also employed under 


1 Sobral, La Reforma Monetaria, etc., p. 179. Op. cit. 

= Memoria, etc., p. 14. 

? On June 30, 1909, it was officially estimated that there was still in Mexico about 
twenty million of the old silver pesos, out of a total metallic monetary stock of 147,- 
950,242 pesos, ibid., p. 17. 

‘ The foreign mints employed were those of Birmingham, England; Philadelphia 
(which coined 30,000,000 pesos of gold coin), New Orleans, Denver, and San Francisco. 
Detailed figures for the coinage will be found in Memoria, etc., Appendix No. 7. 
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the supervision of representatives of the Mexican 
Government. The amount coined at foreign mints 
was P41,610,123 and at the Mexican mint was 
86,345,647, making a total coinage down to June 30, 
1909, of 127,955,770 and representing 86.5 per cent 
of the total metallic money of the country. To take 
the place of the pesos which were being exported the 
Government coined a large number of fifty cent pieces,’ 
which were highly popular coins and not of sufficient 
bullion value to be exportable. 

Two measures adopted in 1905, before the rise in 
the price of silver had resulted in the exportation 
of much silver coin, proved helpful in the effort to 
provide promptly an adequate gold circulation. 

The first was an act to encourage the keeping of 
domestically produced gold at home. Mexico is an 
important gold producing country (ranking only after 
South Africa, the United States, and Russia in 1908), 
and fortunately her product was increasing at the 
time the monetary reform was being effected. An 
act of June 19, 1905, reduced the stamp tax upon the 
value of bars of gold (as well as of silver) refined, to 
a fineness of .999 or more, from 2} per cent to 
1} per cent.’ It is interesting to note that domestic 
gold to the value of over fifty-two million pesos was 
purchased by the Commission in the form of bars 
down to the close of the fiscal year 1909.‘ 

The second measure was the adoption of the tem- 
porary expedient of issuing gold certificates against 
gold bullion in process of coinage. These certificates 

1 Out of a total new silver coinage of P42,728,543. P26,830,619, or 62.8 per cent 
consisted of fifty cent pieces. Idem. 


2 According to the estimates of the Director of the United States Mint Mexico’s 
annual gold product in terms of United States money at this time was as follows: 
1905, $16,107,100; 1906, $18,534,700; 1907, $18,681,100; and 1908, $22,371,200. 


* Cf. Memoria, etc., p. 20. 4 Ibid., Appendix 9. 
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were authorized in the decree of December 22, 1905,' 
and their principal characteristics are well summarized 
by Sobral ? as follows: — 


The certificates were issuable “in exchange for gold bars or 
foreign gold coin received for coinage, or in exchange for silver 
pesos received for sale the proceeds of which were to be turned 
into gold. They were payable to bearer at sight but at the re- 
quest of the interested parties might be made payable to order. 
Certificates were issued in denominations of a thousand pesos or 
multiples thereof, except when they were made payable to order; 
but in no case in denominations of less than a thousand pesos. 
They were redeemable on demand, the Commission having the 
option to redeem in Mexican gold coin or in foreign gold coin;* 
and the Commission kept a deposit in gold bars as a guaranty 
fund. Banks were authorized to count certificates as part of 
their reserves.’”’ Altho legally free coinage of gold did not exist,‘ 
this issue of certificates in exchange for gold bullion amounted 
to nearly the same thing; and as a matter of fact all gold presented 
was freely coined by the Commission.5 


This was the mechanism by which the great but 
temporary rise in the price of silver during 1905-07 
carried Mexico quickly to the gold standard, yielded 


1“In d with the ding of the decree the Commission must at all times 
keep in the National Bank gold to the amount of the gold certificates issued. This 
it could do by means of the money in the Regulator Fund. Doubtless the Commission 
felt secure against a crisis, since the amount of the certificates issued was already held 
in the form of United States gold coin, and the Executive had authority from the 
gold standard act to make foreign gold money legal tender at any time. For national 
reasons it was decided not to adopt such a course unless necessary. (Cf. Memoria, 
ete., p. 16.) In case of the sudden presentation of gold certificates, however, redemp- 
tion might be made in gold coin of the neighboring Republic, which enjoyed a good 
reputation in Mexico, and which, if made a legal means of payment, could be sub- 
stituted for the new Mexican peso, since the American dollar was worth almost exactly 
two Mexican pesos.” Werner Hegemann, Mexikos {bergang sur Goldwihrung, 
pp. 172-173. Op. cit. 


2 In this respect as in most others the Executive was given wide discretion — 
much wider than would be politically possible in the United States. The act of March 
25, 1905, (ch. ii, art. 9) declared: “‘ The privilege of coining money belongs exclusively 
to the Executive of the Union, who shall exercise it in conformity to law and public 
interest, coining such quantities as they require. The right of individuals of bringing 
gold and silver to the mints for coinage is discontinued.” 

* Sobral, p. 192. 


* Leyes y Disposiciones, etc., pp. 177-179. 
* La Reforma Monetaria, etc., pp. 191-192. 





Op. cit. 
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a net profit of P8,000,000,' solved the vexed problem 
of a gold reserve, eliminated the necessity of the gold 
exchange standard, and transferred the country’s stock 
of metallic money in a little over three years’ time from 
one consisting almost entirely of silver coins to one in 
which P83,000,000? out of a total of P148,000,000 
was gold and in which P128,000,000 represented new 
coins.* 

E. W. KEMMERER. 

CorneLL UNIVERSITY. 


1 Memoria, ete., Ap. p. 11. 2 Ibid., Ap. p. 14-16. 
* Tbid., Ap. p. 7. 




















THE BRITISH NATIONAL INSURANCE ACT! 


SUMMARY 


I. General significance, 275.— II. Sickness and Disablement In- 
surance, 280. — Number and kind of persons insured, 281. — Tripartite 
source of contributions, 284. — Character of workmen’s contribution, 
285.— The kinds of benefit, 287.— Administration by ‘‘ approved socie- 
ties,” 289. — “‘ Deposit contributors,” 294.— Insurance Committees 
and the doctor situation, 295.— National administration, 297. — III. 
Unemployment Insurance, 298.— The innovation of compulsion, 299. — 
Character of contributions, 300.— Administration, 301.— Constructive 
arrangements, 302.— Trade unions and voluntary provisions, 304.—IV. 
Ulterior effects, 305. — Economy and rising costs, 305.— Is an increas- 
ing sickness rate a sign of inefficiency? 307. — Effect on births, 309. — 
The minimum wage principle and its effects, 310. — The moral potency 
of risk and insurance, 311. 


I. GENERAL SIGNIFICANCE 


PROBABLY no other act of social legislation yet 
passed by the British Parliament, except the act for 
compulsory education, has promised such general 
and far-reaching consequences as the act of December 
16th last. No other act, except the cognate Old Age 
Pensions Act of 1908, has provided so prodigally for 
a taxpayers’ gift to the poor as a class. And no other 
recent act, except the still young Workmen’s Com- 
pensation Act, has broken so widely into the con- 
tractual relations of employer and employee. To the 
act of 1911 the stride has been great from the days, 
a century ago, when output and industrial organiza- 
tion were held chiefly precious by the legislators and 


1 The bill and the act, and the bill as amended in the stages of its progress in 
Parliament, are published. Besides the other official papers referred to below, mention 
may be made of the ‘‘ Copy of Memorandum explanatory of the Bill ’ and “‘ Replies to 
letters add d to the Ch lior of the Exchequer,”’ 1911 (ed. 5733). 
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when the humble children’s bill had to beg its way 
into enactment. In 1911 the safeguarding of industry 
has been sought only indirectly by insistence upon 
safeguarding the “ working ’’ classes. 

Opposition to the bill at no time menaced its enact- 
ment. Little had greeted its introduction. For some 
reason the nation had lost fear, by 1911, that such 
an act as this, based on alien principles and proposing 
large changes, could really bring hurt. Yet the years 
are quickly counted since students of the British 
system of workmen’s providence were telling the 
world that compulsory insurance was not necessary 
nor desired by the people. The reason for the appa- 
rently general change of mind may lie in the discovery 
that previous radical measures had not brought ca- 
lamity. The struggle had been hardest to get the 
first reform, an experimental workmen’s compensation 
act. So it had been in Germany: the first insurance 
bill was longest in finding favor; the quick acceptance 
of the second and third acts matches the rapid suc- 
cession in England of the Old Age Pensions, Labor 
Exchanges, and National Insurance acts. A new 
social epoch appears to have been thus suddenly 
introduced in both countries. 

Since the bill was not a party measure, opposition 
bore mainly on particulars. The press was generally 
favorable. An exception was the Spectator, which 
after recommending a year earlier! an act similar, as 
regards sickness, to the bill of Lloyd George, carried 
on a bitter campaign against its provisions. Socialist 
organs also, like the New Age, opposed the bill. In 
Parliament and generally, the socialists asked for a 
more liberal measure. The Labor Party supported 
the bill. On one or two occasions fierce attacks were 


1 May 21, 1910, p. 835. 
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made by Irish members, but without the concurrence 
of the Irish majority. The Conservatives were artful. 
Their attitude at the end (in connection with a “ rea- 
soned ” amendment) gave them an outlet for saying 
in the future, if the bill was liked, that they had 
helped enact it; if it was not liked, that they had 
not favored its terms.' 

Mr. Lloyd George at first urged enactment by the 
summer session. That would have been over-hasty. 
Even in December critics urged that many changes 
had not been debated at all. The Chancellor’s de- 
fence was that the guillotine is necessary for minor 
clauses, and that ample discussion had been devoted 
to principal matters. 

As will appear below, the connection of Germany 
with the new act in England is far from incidental 
or nugatory. In introducing his bill on May 4th, Mr. 
Lloyd George thanked the German authorities for 
their aid and repeatedly referred to how a point was 
managed “in Germany.” So evidently are many of 
the provisions of the scheme, respecting both sickness 
and unemployment,—the latter has no German 
counterpart — suggested by provisions of the German 
scheme that the English act becomes a tribute to the 
excellence of its prototype.? The real significance of 
the imitation is plainer when one considers the sen- 
sitive political relations of the two countries. France 
in a similar relation had, less than two years before, 
imitated the German old age law. 

That a grave social situation needed correction 
in England the nation had for years been aware. For 

1 The position of the parties is clearly stated in the Nation (London) for October 
21; pp. 117-118. Later changes of attitude were insignificant. 


2 Cf. the official papers: Copy of Memorandum on Sickness and Invalidity In- 
surance in Germany (cd. 5678) and Copy of Memorandum containing the opinions 
of various Authorities [‘ leading companies and firms "] in Germany, 1911 (ed. 5679). 
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more than two decades a long series of public and 
private writings described a newly important cause 
of poverty in unemployment. In 1885 and 1886 the 
reports of the Royal Commission on Depression of 
Trade and Industry; in 1891-94 the reports of the 
Royal Commission on Labor; in 1895 the Select 
Committee reports on Distress from Want of Em- 
ployment; in 1904 the Board of Trade description of 
Fluctuations in Employment; the reports presently 
of the Distress Committees set up by the ‘“‘ Unemployed 
Workmen Act of 1905,’”’ heaping up evidence that that 
act scarcely touched the great problem; finally in 1909 
the reports, majority and minority, of the Poor Law 
Commission of 1906, testifying in agreement to the 
seriousness of the problem, asking for labor exchanges 
and insurance, — all these were symptoms of concern. 
So too were the series of books by Hobson, Drage, 
Alden, Chapman, Dearle, Schloss, and — best of all 
— Beveridge, to name only a few. 

The problem of sickness was older. But the number 
and activity of doctors, statistics of deaths and re- 
ported diseases, institutional treatment, and the in- 
surance of friendly societies and trade unions had 
made its dimensions, or at least its importance, obvious. 
Government inquiry on the subject was more special- 
ized — dealing with “ physical deterioration,” tuber- 
culosis, etc. Yet the Poor Law Commission urged 
anew in 1909 the intimacy of the general connection 
of sickness and poverty.! The majority commissioners 
cited evidence, for example, that of 4000 poor consump- 
tives, sixty per cent were poor because consumptive.” 
The first sanitary legislation in England for the pre- 
vention of disease had been obtained, be it noted in 
passing, by earlier poor law commissioners. 

1 Cf. majority report, pp. 235-302; minority, pp. 846-890. 
? Ibid., pp. 288-289. 
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It is worth while to examine the main provisions 
of the new act, to read them in the light of corresponding 
provisions in foreign acts, and finally, in the light of 
both, to consider some fundamental questions of 
principle. With details we are little concerned. The 
87 clauses of the bill, much amended by Parliament 
and increased to 115 in the act — often on initiative 
of the Chancellor — multifariously make such adjust- 
ments and modifications in the interest of peculiar 
or minor circumstances as every country must make 
in social legislation. 

Precedent is wanting for the provision by one act 
of the three kinds of insurance, sickness, invalidity, 
and unemployment. For twenty years Germany had 
been debating how to consolidate the machinery of 
her insurance systems; invalidity was a natural step 
between sickness and old age; but a union of the 
latter two appearing unnatural, the invalidity in- 
surance was worked with that for old age. In England, 
however, provision for old age was not by an insurance 
system, so the sickness and invalidity insurance could 
be intimate parts of one system.' Certainly the de- 
tractors from the pension scheme must grant that it has 
here accomplished a service! Unemployment insurance, 
which many persons urged should be managed in a 
separate bill, could have only remoter relations with 
sickness insurance. Yet the differences of the English 
scheme from the schemes of other countries are essen- 
tially likenesses with the English sickness insurance. 
With justice the three sickness insurance systems 

1 “Inasmuch as under the Bill disablement benefit is a direct continuation of sickness 
benefit . . . no special organization will be needed in order to test applications for the 
disablement allowance. Hence all the elaborate arrangements devised by German 
invalidity insurance legislation for receiving, examining, reporting and finally adju- 
dicating upon such applications become superfluous, while at the same time expense is 


saved and procedure expedited.” Copy of Memorandum on Sickness and Invalidity 
Insurance in Germany, 1911 (ed. 5678), p. 2. 
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were reckoned members of a family and dubbed 
simply “ National Insurance.”’ In our analysis the 
provisions as to unemployment will be treated last, 
as they are by the act. 


II. SicKNEss AND DISABLEMENT INSURANCE 


Nowhere is there a parallel for the inclusiveness of 
membership of the English sickness insurance system. 
Interest in the German scheme has so naturally cen- 
tered in the fact of compulsion that foreign students 
have not always appreciated the comparative narrow- 
ness of its application. In 1885, when the German 
system was first in working order, it insured a round 
ten per cent of the population; in 1909, twenty-one 
per cent, — 13,385,290 persons. The British isles, with 
a population today equal to that of Germany in 1885, 
propose to insure by compulsion as many persons as 
are today insured in Germany; more exactly, over 
thirty per cent of the population — thirty-three per 
cent probably when the voluntary insurers are added. 
The actuaries calculated for Mr. Lloyd George that 
9,217,000 men and 3,872,000 women, both of the ages 
16 to 65, would come under the compulsory provisions 
of the bill.2 To these 13,089,000 (compare the German 
figures above) must be added more than 800,000 men 
and women who the actuaries calculated would insure 
voluntarily.* The total approaches fourteen millions. 
In Germany the number insured against invalidity was 
15,444,300 in 1909, or about twenty-four per cent of 
the population.‘ 


1 See the interesting table of annual percentages in Reichs-Arbeitsblatt, January, 
1911, p. 39. 

2 Report of the Actuaries in relation to the Sch of Insurance against Sickness, 
etc., 1911 (cd. 5681), p. 9. 

® The original bill proposed to include also some 800,000 boys and girls under 16; 
a few of them are still eligible as voluntary insurers. 
4 Reichs-Arbeitsblatt, ibid., p. 45. 
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What character has the wider inclusiveness of the 
English system? The act applies to all “‘ employment 
in the United Kingdom under any contract of service 
or apprenticeship, written or oral,” whatever be the 
nature of the employer or the character of the payment. 
Special inclusion is made of outworkers (‘‘ persons 
to whom articles or materials are given out to be made 
up,” etc.). Casual laborers, with quite insignificant 
exceptions, are included. Exception is made when 
employment is other than by way of manual labor if 
at the same time the rate of remuneration exceeds 
£160 a year. The other exceptions are trivial or 
occur for certain classes of persons equivalently pro- 
vided for. Persons entitled to voluntary insurance 
are chiefly such as “ are engaged in some regular 
occupation and are wholly or mainly dependent for 
their livelihood on the earnings . . . from that occu- 
pation,” but the incomes of these independent work- 
people from all sources must not exceed £160 a year. 
Persons now older than 65 are excluded. By contrast 
the German act first particularized the selected in- 
dustries to which its terms as to sickness should apply, 
and fixed at the low sum of 2000 marks the income 
limit for non-manual workers and voluntary insurers. 
Subsequent amendments (chiefly, 1892) did little more 
than permit extension of compulsory insurance by 
local statute to certain special groups. Only lately, 
by the codifying act of 1911, has general inclusion 
been made of agricultural and forestry workmen, 
casual laborers, domestic servants, and persons en- 
gaged in house industry. At the same time the in- 
come limit for special workers has been raised to 
2500 marks. The invalidity provisions have not 
been notably changed. It is only in the future, there- 
for, that the German scheme will be nearly as inclusive 
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as the English. No thought of experiment inspired 
the Lloyd George act! 

Protest against inclusion under the act came for 
only one or two groups of persons. They were the 
clerks whose salaries (under £160) had continued to 
be paid during absence for brief sickness and for whom 
fears were felt that employers would « ase this custom. 
And they were the domestic servants. Till the very 
end of the term of the bill in Parliament, scarcely a 
word was breathed about the position of servants. 
Then prominent women began to epistolize the news- 
papers and for November 29th a public meeting was 
called at Albert Hall. Ten thousand attended, other 
thousands stood outside. A large jn ajority were 
women, mostly servants, so the report tells. Reso- 
lutions were passed asking exemption of domestic 
servants from the demands of the act, on the ground 
that employers were now giving medical attention 
and comforts to sick servants.!. Despite the spectacu- 
lar suddenness of the episode, Mr. George succeeded 
in convincing Parliament that inclusion of the servants 
would be wise; a change from the bill provided only 
for additional benefits where servants already received 
the usual benefits. 

Concerning any compulsory insurance system no 
more fundamental question can be asked than, How 
shall the cost be met? No country that has yet 
established a sickness insurance system has wholly 
absolved the workmen from a share in the burden. 
Some socialists in England suggested indeed that the 
State should bear the entire cost,? but Parliament 
took little heed of them. Every state that has estab- 


1 Spectator, Dec. 2, 1911, p. 947. 


? In the Commons, Mr. Snowden so argued on July 6. Mr. Bernard Shaw also 
stood forth for a non-contributory system. 
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lished sickness insurance, after Germany in 1883 
pointed the way, in so far at least took its cue from 
Germany as to give to both employers and employees 
a share of the burden. Germany herself fixed at 
two-thirds the portion that workmen should pay; at 
one-third the portion of employers. In invalidity 
insurance Ger‘1an workmen and employers share 
equally and the State adds a fixed sum, usually much 
less than a quarter of the total. Austria in 1888 
differed only to the extent of allowing employers, if 
they desired, to shoulder a part of the workmen’s share. 
Hungary in 1907 (superseding her law of 1891) assigned 
to employers one half and to workmen one half.’ 
Luxemburg**”'1 1901 followed closely the German 
system. Norway in 1909 charged the workmen with 
six-tenths, the employer with only one-tenth, and 
then broke precedent by charging the local authority 
with one-tenth and the State with two-tenths. 

Mr. Lloyd George’s plan — not as regards its general 
features changed by Parliament — is precisely like 
none of these. It most resembles that of Norway, 
in that it gives a substantial share to the State; and 
that of Germany in that it gives a rough third to the 
employer; but it is merely more liberal than any 
precursor, even than Hungary, in the share that it 
gives to the workmen. Where every other country 
had laid not less than one-half nor more than two- 
thirds of the load upon the workmen’s backs, England 
laid three-eighths in the case of the women and four- 
ninths in the case of the men. Mr. Ramsay Mac- 
Donald tried hard to get the burden born equally by 
State, employer, and employee. ‘‘ The advantage 


1 Since no book in English that I have seen gives a description of this interesting 
act, reference may be made to an article by M. Sz4nt6 in the Economic Journal, Dec. 
1908, pp. 631-636. The text is given in the standard works of Zacher, vol. viii b, 
Berlin, 1908, and Bellom, supplément général, Paris, 1909, pp. 237-347. 
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of the scheme to the State,” Mr. Lloyd George had 
said in introducing his bill, “ is, of course, in a happy, 
contented and prosperous people.’”’! This advantage 
is to be purchased by a weekly payment of 2d. for 
each insured man or woman. The employer’s in- 
terest ‘‘is the efficiency of his workmen, and there is 
no doubt at all that a great insurance scheme of this 
kind . . . increases the efficiency of the workmen 
enormously.” Such efficiency the employers buy 
by a weekly payment of 3d. for each insured man or 
woman. Workmen, for the obvious gain which they 
will secure, are to pay, in the case of men 4d. weekly, 
in the case of women 3d. 

Given a tripartite division of payments, only ex- 
pediency, it would appear, can determine the shares. 
In Germany the argument had been freely used that 
if you would make a system universal you must pur- 
chase acceptance of it by favors in cost. Mr. Lloyd 
George and his associates dwelt often on the good 
things that the workman’s 4d. or 3d., subsidized, would 
buy for him. To the members of Parliament the 
Chancellor of the Exchequer put forth three reasons 
why the workpeople had been insuring insufficiently 
when left to themselves; the reasons seem also to 
urge the desirability of a subsidy. First, wages are 
often too low; second, in sickness and unemployment 
premiums cannot be maintained. Third, the sufficient 
margin of wages is spent in other ways. Mr. Lloyd 
George added that the 250,000 annual lapses in the 
friendly societies indicate 5,000,000 lapses in twenty 
years. Doubtless, finally, the sympathy that expressed 
itself in gratuitous old age pensions was not absent 
in the new legislation. 


1 This speech of May 4, 1911, is conveniently accessible in The People’s Insurance, 
explained by D. Lloyd George, London, Hodder and Stoughton, 1911; see p. 11. 


2 Ibid., p. 10. * The People’s Insurance, pp. 5-6. 
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Much bitter criticism was directed against the pro- 
vision prescribing (with exceptions presently to be 
noted) uniform rates of premium for all insured 
workmen. No continental precursor had done that. 
Germany and Austria had claimed from the work- 
men percentages (from one to four) of their wages. 
Germany in her invalidity insurance and Norway in 
her sickness insurance had graded the workmen 
into five and four (respectively) income groups and 
had exacted premiums varying proportionally with 
these. In return benefits had been graded. But 
the Lloyd George bill, sustained by the law-makers, 
had established a flat rate.' To be gained by this: 
provision was an enviable degree of simplicity in the 
administration both of contributions and _ benefits. 
But the poorer workmen might with great difficulty 
sustain the uniform charge which bore with relatively 
great heaviness upon them. And of the very poorest 
workmen -of all a spevial class had to be made, to 
whom special favors perhaps involving a new prin- 
ciple were accorded. 

The group here consists of those ‘‘ employed contrib- 
utors of either sex of the age of twenty-one or up- 
wards whose remuneration does not include the pro- 
vision of board and lodging by their employer, and 
the rate of whose remuneration does not exceed 2s. 6d. 
a working day.” To the premiums of this class the 
principle of the minimum wage may be said to have 
been applied. The normal weekly premium of 9d. 
for men and 8d. for women is collected. Where the 
earnings are not over ls. 6d. per day, the insured 
pays nothing; the Treasury allowance of 2d. is in- 
creased to 3d., the employer adds for men 6d., for 
women 5d. When the earnings run from ls. 6d. to 


1 A counterpart for this principle exists in the French Old Age Insurance Act of 
1910. 
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2s., the insured relieves the employer to the extent 
of ld. When the earnings are 2s. to 2s. 6d., the in- 
sured pays 3d., so relieving the employer of an addi- 
tional penny and restoring the State to its normal 
allowance. In unmistakable terms it was recom- 
mended that the burden upon “the employer who 
profits by cheap labour” be in consequence of his 
advantage increased.' Insurance, held to be one of 
the necessaries of life, is to be purchased for the poorest 
workers chiefly by their employers, secondarily by the 
State. 

The class of voluntary insurers is interesting, mainly 
for the changes made in the bill by Parliament. 
“The Governor of the Bank of England could join 
if he liked and he would receive the State contribu- 
tion,’ Mr. Lloyd George had said when presenting his 
bill.2 But the House committee was persuaded by the 
doctors and others that an income limit of £160 was 
not too high. Voluntary contributors assume the share 
of the employer, as in the continental systems also. 

For none of the insured was a difference of contri- 
bution based upon age. Throughout the period of 
transition to the time when all members of the system 
would have joined at the age of sixteen, a special 
advantage must accrue to older persons, since their 
sickness rate is high. To those who urged that the 
young must for a time support the old, the answer 
was only that the contributions of employers and 
State were so large that the young would at the outset 
receive in benefits more than they paid out; while 
in fifteen years, by actuarial calculation, the special 
burden of the old would virtually cease and then the 
rates of benefit could be generally increased.’ 


1 The People’s Insurance, p. 9. 2 Tbid., p. 132. 
3 Tbid., p. 9; cf. L. G. Chiossa Money: A Nation Insured, London, 1911, p. 21. 
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It is in the five species of benefit assignable to eligible 
workmen that the raison d’étre of the act is to be 
sought. 

(1) “ Medical benefit.”” This is described as 
“medical treatment and attendance, including the 
provision of proper and sufficient medicines, and [by 
Parliamentary amendment to the bill] such medical 
and surgical appliances as may be prescribed.” This 
minimum the continental schemes also had prescribed. 
Where the insurance society is opulent, and in some 
other cases, the benefit can be extended to persons 
dependent on the labor of an insured person. For 
this extension, a decidedly liberal precedent existed 
in Norway. It may be pointed out in passing that 
the provision of free drugs upon prescription is a great 
blow at quack medicines. 

(2) ‘‘ Sanatorium benefit.’’ This consists of ‘“ treat- 
ment in sanatoria or othe institutions or otherwise 
when suffering from tuberculosis, or such other diseases 
as the Local Government Board . . . may appoint.”’ 
Voluntarily, and not at all because of minimum legal 
provision, the German invalidity associations had 
set up over the Empire sanatoria and other special 
means of treating the tuberculous. Their achievement 
had been widely acclaimed.' Its benefit had been 
in intention fiscal as well as humanitarian. An in- 
teresting parallel is offered in the recent history of 
certain American industrial insurance companies. The 
principle that an insurance institution may wisely 
spend money to reduce its worst risks is indeed no new 
one. But precedent is lacking for the magnitude of 
its application in England. 

1 In 1909, the invalidity associations treated 101,188 persons, at an average expense 
of 240 marks. Of the number 42,980 were tives. Amtliche Nachrichten 


des Reichs-Versicherungsamts, 1910. 2 Beiheft: Statistik der Heilbehandlung, pp. 
160 and 162. 
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In introducing his bill, the Chancellor had dwelt 
passionately on “ the most heartrending and painful 
disease that ever afflicted the human race.” There 
were, he urged, four or five hundred thousand persons 
suffering from tuberculosis in the United Kingdom. 
One out of three deaths of males aged fourteen to 
fifty-five was from tuberculosis. Only 2000 beds 
were available in sanatoria (enough for 6000 patients 
a year). ‘“‘ Because the State has suffered,” the State 
should act.! While Parliament was debating the 
sanatorium benefit, the Royal Commission on Tuber- 
culosis presented its final report showing that bovine 
tuberculosis is communicable to man.? It is expected 
that a special Treasury contribution of £1,500,000 
will be used for building sanatoria and that over 
£1,000,000 a year, drawn from the insurance funds, 
will be used for maintenance. To every pound that 
the local authorities contribute to sanatoria, the 
Treasury will add a pound. So a chain of sanatoria 
will cover the land. Section 17 of the act provides 
for the extension of the sanatorium benefit to depen- 
dents of the insured. 

(3) ‘‘ Sickness benefit.”” Nothing novel is ventured 
here. Beginning from the fourth day of illness and 
continuing for not more than twenty-six weeks, a 
weekly payment of 10s. for men and 7s. 6d. for women 
is established. On the continent a percentage of 
wages had been usual, but the English law provides 
for a variety of reductions from the benefit for cause. 
In Germany the duration of the benefit was long 
maintained at thirteen weeks, and invalidity payment 
did not begin before a further equal interval. 

(4) ‘“‘ Disablement benefit.”” Five shillings weekly 


1 The People’s Insurance, pp. 17 and 18. 


2 The Spectator, July 15, 1911, p. 95. 
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are payable after disease or disablement has lasted 
twenty-six weeks, and may continue if necessary to 
the age of seventy. The German invalidity benefit 
differs only in depending for its amount on the number 
and amount of premiums previously paid. 

(5) “ Maternity benefit.” In the case of confine- 
ment, 30s. are payable to any insured woman or the 
wife of an insured man. For such provision there 
was general precedent. 

As by the German law, sundry “ additional 
benefits’ are permitted. In special cases these are 
alternative or wholly supplementary to those enu- 
merated. They will become important when the bur- 
den has been outgrown of those persons who now join 
the scheme in middle or advanced years. Partly they 
are only more liberal provision of the previous bene- 
fits (having a parallel in those of the more successful 
German sickness clubs). Partly they are new, such 
as dental service, maintenance of convalescence homes, 
superannuation allowances, remission of arrears (or- 
dinarily, arrears averaging more than thirteen weeks 
a year compel a graded reduction of the benefit, espe- 
cially the cash benefit). In Germany convalescence 
homes had had a significant development. Conspicu- 
ously absent from the British list is the burial benefit 
of other systems, offered even by many of the friendly 
societies and trade unions of England. 

No knottier problem presents itself to the framers 
of an insurance scheme than that of the administrative 
machinery by which it shall work. The State may 
compel insurance through societies set up by itself. 
No state has done that. Or it may compel insurance 
through the existing organizations and others like 
them to be provided. No state has done just that. 
In varying degrees an option in the choice of an in- 
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stitution has been permitted in all schemes hitherto 
enacted. 

The country most tolerant of previously existing 
societies has been Germany, yet unwillingly. Gilds, 
miners’ associations, friendly societies, factory and 
building societies, local (trade) societies were per- 
mitted, and for workmen not naturally fitting into 
these, a communal machinery was set up. Austria, 
while permitting the same range of societies, made 
her official (Bezirk) organization quite separate from 
the local administration, and by grouping the official 
societies in contiguous districts permitted a series of 
economies which made the public institution in itself 
inviting. Hungary abandoned in 1907 all types of non- 
public society except the employer’s society. Norway 
presumes that the insured will join a public local 
organization, but allows the existence of any society 
that fulfils certain qualifications. The new German 
Reichsversicherungsordnung of 1911, tho abolishing the 
communal organization, reduces the voluntary activity 
of the other types, and sets up also an elaborate 
machinery less for the residual workmen than for 
those special classes (like the agricultural laborers) ad- 
mitted to insurance in 1911. The German invalidity 
benefit continues to be administered by bureaucratic 
institutions. 

There is thus, outside of Great Britain, an increasing 
disposition to develop special administrative machin- 
ery. Boldly sailing in an opposite direction, the 
Lloyd George act has a friendly greeting for any 
voluntary society that complies with minimum de- 
mands. More than a hint doubtless came to the 
Chancellor from the French Old Age Insurance law of 
1910. Yet the utilization of sociétés de secours mutuels 
for pension service is a lighter task than the utilization 
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of the friendly societies and trade unions for the multi- 
form services of sickness insurance. As we shall 
see, tl:e Chancellor’s special machinery is not large, 
and is in the main autonomous. 

Under the act the chief duties of administration 
fall to “‘ approved societies,’’— not quite those so 
named in the friendly society acts. To secure approval, 
societies must not be carried on for profit. They must 
be subject to the absolute control of their members 
(non-honorary). They must reject no applicant for 
membership on ground of age. They must make 
rules (to be approved) for their government, for 
managing disputes, for administering benefits, etc. 
They must deposit security to protect the funds they 
handle. They must keep separate books for all business 
under the Insurance Act. Every three years they 
must submit to a valuation. If a surplus is then 
found (it will arise from good management), they 
may turn it to their own uses; if a deficiency is found 
(it can only result from bad management), they must 
make it up, as by levy, and a society with branches 
is responsible for the deficiency of a branch. If at any 
valuation. a society has less than 5000 members, it 
shall be pooled for the purposes of the valuation with 
as many others as will attain a total of 5000. Pooling 
may be by a voluntary “ association”; otherwise 
it must be through the formation of a local “ group ” 
by the authorities. With slight modification the 
rules touching surplus and deficiency then apply to the 
association or group. The original bill had asked 
that 10,000 be the minimum. No other country has 
sought so drastically to secure the economies of large 
numbers. The average membership of German clubs 
has increased since 1885 from 228 to 538! (1908); 


1 Twenty-fourth Annual Report of United States Commissioner of Labor, vol. i, 
p. 1221. 
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many have less than 100 members.! The other con- 
tinental schemes likewise include hosts of small socie- 
ties, paying in their costs the penalty of smallness. 

Provision is made in the bill for the retention of 
employers’ provident clubs, but the general rules 
enumerated apply to them. No employer shall re- 
quire his workmen to insure through such clubs. Trade 
unions should find compliance with the requirements 
for “ approved societies ’’ not difficult. Their most 
considerable task would be the segregation of insur- 
ance funds; this has not been without precedent on 
the continent at least. 

Whether, under the new régime, the friendly so- 
cieties will deteriorate in character, thoughtful persons 
have asked.2. The 6,000,000 memberships now existing 
in England, representing fully 4,500,000 persons, are 
an unparalleled achievement in voluntary insurance. 
Through years of disaster the societies gradually 
developed principles of organization which have fecun- 
dated associations the world over. Collapse still 
occurs; societies with old men are avoided by the 
young.’ Those societies that come under the five- 
year valuation are, in a distressing majority of cases, 
shown insolvent and forced to reduce benefits or 
increase premiums. Despite this the growth has 
been so large, the training in self-government so 
valuable, that many persons have feared that the 
regulating hand of the State might freeze out the 
spontaneity and progressiveness that have charac- 
terized the clubs. 


1 44.6 per cent of the 23.240 societies in Germany in 1908 had less than 100 members. 
See Einfihrung (p. 9) by Dr. Olshausen in Reichsversicherungsordnung, Berlin, Hey- 
mann, 1911. 

2 The essential difficulties were outlined betimes by Sir E. Brabrook in State In- 
validity Insurance, Economic Journal, March, 1911, pp. 1-5. 

* The Poor Law Commission reported failures of friendly societies among the 
minor causes of pauperism. (Report, p. 226). 
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So it is not unnatural that sides should have been 
taken in controversy. In the act as passed, the 
Chancellor’s original provisions touching ‘“ approved 
societies ’”’ are scarcely recognizable. For the dividing 
clubs, ignored in the bill and in the act, no place 
naturally could be found at all. The other societies 
sought amendment of nearly every clause regarding 
sickness insurance.' Their objection against asso- 
ciation and grouping of societies did not prevail. 
Nor was a tangible proposal possible, given “‘ national 
insurance,” that the character of the membership of 
societies should not be diluted. Hitherto the élite 
among the workmen, most of all the artisans, had 
been insured. Henceforth a lowering of the bars, 
the admission to “friendly ” insurance of many who 
would not otherwise have been sought as “ friends,” 
was inevitable. Even tho the lowest classes of all 
were specially provided for, the average would 
decline. — 

The approved societies are allowed to invest in 
such channels as are open to savings banks, or to 
expend, as necessary, for administration and benefits, 
the sums representing the contributions of their mem- 
bers to the insurance: 4d. weekly per man, 3d. weekly 
per woman, in normal instances. Here are the 
chances for surplus or deficit—-the reward or, as 
may be, the price of autonomy. The benefits to be 
administered are only those involving payments of 
cash — sickness, disablement, and maternity, and 
such “ additional” benefits (in cash) as opulence may 
allow. Be it said in this connection that any surplus, 
actuarily genuine, by now accumulated in the societies 


1 For a list of amendments desired shortly after the bill was introduced see J. H. 
Watts: National Insurance Bill. London. Stevens & Sons, 1911; pp. 244-276; 
pp. cf. 9-19. 
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shall continue wholly at their disposition, for additional 
benefits to present members. 

Funds will be collected by a stamp system as in 
Germany. Each workman will carry a card on which 
his employer on pay day will enter stamps, bought 
at the Post Office, for the amount of the workman’s 
and the employer’s contributions. When the card 
is filled the society will hold it as an evidence of pay- 
ments. 

Nearly 900,000 persons, the actuaries calculated,’ 
will be refused admittance to any approved society. 
Such men, the unsteady and the disabled, the flotsam 
and jetsam of industry, and men expelled for valid 
reasons by the societies, may find cover under an 
official arrangement. Without setting up such special 
instruments for insurance as the continental countries 
have done, the government lets these persons become, 
through the post offices, ‘‘ deposit contributors.’’ They 
are not insured. They save compulsorily and they 
enjoy the employer’s and State’s subsidy. Until 
their individual credit is exhausted they may draw 
the usual cash benefits. Deduction is made also for 
the medical benefits, for administrative costs, and the 
like. The “ bad risks” will speedily fall upon the 
rates — where till now they have been; they will 
not be a burden on the good risks. They are a class 
surgically cut out of the insurance system. In Ger- 
many far less choice as to membership rests in practise 
on the societies, so that the bad risks do not so freely 
collect at the bottom as chey will in England. Ghent 
found that a voluntary system of subsidized saving 
(for unemployment) intended essentially for the un- 
skilled failed utterly. Parliament, not persuaded 
that Mr. Lloyd George’s compulsory plan was a roseate 

1 Op. cit. pp. 7—9. 
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solution, gave it only experimental existence, to Janu- 
ary 1, 1915.1 

A new and pregnant specialization is given in the 
English scheme to the medical service. The club 
method of insurance has always had a natural basis 
in the opportunity it has given to control malingering. 
But the club method has had less certain advantages 
for the supply of medical treatment. Not without 
reason the Lloyd George act establishes in every county 
and county borough a special Insurance Committee 
(called in the bill, till the stage of recommitment, 
Local Health Committee). Among the members (40 
to 80) of such committees, three-fifths shall represent 
the insured and the aeposit contributors, one-fifth shall 
be appointed by the council of the county or county 
borough, two members shall represent the doctors, one 
to three members shall be doctors, the rest shall be 
appointed by the upper insurance authorities. Every 
approved ‘society with members in the county shall, 
in so far, have arrangements with the Insurance 
Committee to administer its medical and sanatorium 
benefits. 

Round the position of the doctors under the bill 
a bitter contest was fought. The opposition of the 
friendly societies to losing all direct connection with 
the doctors was strong. But this was nothing com- 


1 The Webbs contemplate with gloom the sifting-down process. ‘‘ There will 
be a steady tendency towards the segregation of good lives in the strongest societies, 
leaving the descending scale of indifferent and bad lives to fall into the other societies 
. . . « We shall have the curious spectacle of those Friendly Societies .. . capable 
of providing for their own sickness without help from others, voting themselves trien- 
nially larger and more varied benefits out of the unnecessarily liberal Government 
subvention and employers’ contribution; whilst other Societies, reduced to accepting 
the indifferent lives of the very poor, will find themselves at each valuation, struggling 
to maintain the prescribed minimum of solvency. ... And at the bottom of the 
scale we shall find a heterogeneous crowd of so-called ‘‘ Post Office contributors,” 
literally millions in number, of all ages and both sexes; and their benefits under the 
scheme are meagre.” S. and B. Webb, The Prevention of Destitution (London, 1911), 
p. 177-178. A danger there is; but is it likely that approved societies will not arise 
to look after most among the “ millions ” ? 
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pared with the unrelenting campaign of the doctors 
themselves. The Chancellor’s assertion that the bill 
was not a “ Doctor’s Endowment bill,” his imprudent 
allusion in a speech to the “ wrangle in the sick- 
room”! only fanned the blaze. From the first the 
doctors held that the ambit of the bill should be re- 
duced, for both voluntary and compulsory contrib- 
utors, to persons earning not over, say, £2 weekly. 
Otherwise, well-paying practises would be lost to them. 
They asked for a larger fee. The act as passed merely 
gives the Insurance Committees power to make arrange- 
ments with the doctors: to publish lists of doctors 
who will do service, to accept any efficient doctor 
who applies, to secure to the insured the right to 
choose their doctor (who may, however, reject the 
insured), and otherwise to assign doctors to the in- 
sured.2 The financial provision was such that a 
capitation sum of about 6s. a year would be available 
for treatment and drugs. One shilling would be 
needed for drugs. The five shillings remaining to 
the doctors were really, the Chancellor urged, a larger 
sum than they had been getting. The friendly societies 
had paid 4s. commonly and that sum covered the cost 
of drugs. True, they were select persons. But again, 
payment by the poor was often defaulted; it would 
not be henceforth. And tuberculous cases would be 
out of the hands of doctors. Yet the doctors per- 
sisted. The British Medical Association’s opposition 
was endorsed by 20,000 of its members.’ Various 
concessions were secured. After the act had been 
passed, 2000 doctors met in London, hissed (so the 

1 Watts, op. cit. p. 48. 

2? In Germany choice of the doctor by the insured had been little restricted; the 


“* Streber,”” anxious for practice, had been at times an evil. 


3 Daily papers, December 19. The Nation (London), December 23, p. 499. For 
amendments desired by the Association, see Watts, op. cit., pp. 277-284. 
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report goes) Sir Victor Horsley for having yielded to 
the blandishments of the Chancellor, and voted to 
boycott the act.1 Out of 20,712 replies to a letter 
sent to doctors, The Practitioner received 20,149 saying 
that honest service could not be given under the act; 
and that journal is now seeking to find 23,000 who 
will (conditionally) boycott the act—enough to 
prevent its working. But probably the 8000 doctors 
(more or less) needed to work the act will be found; 
that is about one-fourth of the doctors to attend 
one-third of the people.* 

Administration of medical and sanatorium benefit 
is only part of the duties of the Insurance Committees. 
They must from time to time make reports as to the 
health of the insured persons in their area. They 
are required to do what many German societies have 
been doing spontaneously — provide for the giving 
of lectures and the publication of information on 
questions of health. They share the power to demand 
reimbursal for sums spent on excessive sickness where 
they believe that the excess is due to conditions of 
employment, bad housing, or insanitary conditions, 
insufficient or contaminated water, neglect to enforce 
factory legislation, or legislation dealing with public 
health or with the housing of the working classes. If 
agreement is not reached, the Secretary of State or 
the Local Government Board may conduct an inquiry 
and, if ground exists, compel the losses to be made 
good. Inquiry into excessive sickness had been under- 
taken occasionally in Germany. 

The national machinery provided to operate this 















1 The Spectator, D ber 23, 1911, pp. 1110-1111; January 6, 1912, p. 12. 








2 On the doctors, cf. Watts, op. cit. pp. 22-48: Saturday Review, June 3, 1911. 








3 For the important class of p in “ dary poverty,” in Mr. Rowntree’s 
nomenclature, this may be a pregnant provision. 
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insurance system of many parts is simple enough. 
A number (undetermined) of Insurance Commissioners 
shall have a central office in London. They shall 
make regulations for carrying the act into effect. 
They shall approve societies, pass on their rules, 
appoint various officers, and be the court of highest 
resort in case of disputes. They shall appoint for their 
own assistance an Advisory Council of representatives 
of employers’ associations and approved societies, 
some practising physicians, and at least two women. 

All contributions shall be paid into a National 
Health Insurance Fund. Moneys not needed for 
present use shall be duly credited and paid over to 
the National Debt Commissioners and by them in- 
vested in securities acceptable by savings banks, 
preference being given to stock or bonds facilitating 
advances for the purposes of the Housing Acts. The 
German invalidity and French old age insurance 
funds have similarly been applied in the interests of 
popular housing. The Insurance Commissioners shall 
credit to each approved society, in virtue of its admis- 
sion of persons over 16, so-called “‘ reserve values,” 
being capital sums needed to meet the sickness burden 
of such members, a burden not met in their own con- 
tributions. These sums will for some time be large. 
The Insurance Commissioners shall pay over to the 
societies the amount of the contributions of their 
members; but they will themselves, upon request, 
invest these sums for the societies. 


III. UNEMPLOYMENT INSURANCE 


To the unemployment part of the Insurance bill 
less discussion was directed than to the sickness part, 
both in Parliament and by the nation. That may have 
been because its provisions were not at the outset to 
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apply to more than 2,400,000 persons.' In every 
other respect, however, the plan was fitted to provoke 
discussion. It was a venture on a new sea. No 
other nation had made the venture. And few were 
the persons who had counselled it. For tho both 
majority and minority Poor Law Commissioners had 
recommended insurance, they desired voluntary in- 
surance.2. The first book in English on the subject, 
Mr. Schloss’s volume of 1909,? had advised against 
compulsion; the second, and much better book by 
Mr. Gibbon‘ had taken the same ground. And the 
only serious experiment with compulsion, the com- 
munal experiment of St. Gall, had collapsed years 
ago ignominiously — not wholly, however, for causes 
unavoidable.® 

The actuarial difficulties in the way of compulsory 
insurance against unemployment were enormously 
greater than those in the way of sickness insurance. 
For the suggestive long series of friendly society 
statistics and the magnificent and comforting array 
of German data there was no equivalent. The act 
compels insurance for all workmen in the trades 
whose unemployment is most serious: building, ship- 

1 Return “ containing the Report by Mr. Thomas Ackland . . . on the Scheme 


for Insurance against Unemployment embodied in Part II of the National Insurance 
Bill.” 1911, p. 5. 


2 Report pp. 632, 1199-1201. 
3 D. F. Schloss, Insurance against Unemployment, London, P.S. King, ef. pp. 72-81. 


4 I, G. Gibbon, Insurance against Unemployment, London, P. 8. King, 1911, cf. 
pp. 238-250. 


5’ Compulsory schemes had been as little favored by continental writers. See the 
full German study of the Imperial Statistical Office: Die Versicherung gegen die Fol- 
gen der Arbeitslosigkeit, Berlin, Heymann, 1906; cf. pp. 665-667. Similarly the 
Baden memorial of 1909, summarized in Reichs-Arbeitsblatt, Feb. 1910, p. 104. Also 
P. Dupont, L’assurance contre le chémage, Paris, 1908 (pp. 233-237); Ph. de Las 
Cases, Le chémage, Paris, 1909 (pp. 174-185); and A. Agnelli, La disoccupazione 
operaia, Milan, 1909 (260-281). Mr. Beveridge had been non-committal: Unemploy- 
ment, a Problem of Industry, London, 1910 (pp. 228-229). See below on advocacy 
of compulsion. 
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building, construction of works, mechanical engineer- 
ing, iron foundry, construction of vehicles, sawmilling 
(and the Board of Trade may extend it to others). 
But unemployment is an epidemic as well as a chronic 
social disease. With twenty years’ figures of only 
certain trade unions before them, the actuaries felt 
warranted in inferring an annual average of five per 
cent unemployment, but they knew that their figure 
was not significant... They were aware that in the 
previous ten years the unemployment benefits of the 
trade union members of the “ insured trades” averag- 
ing annually per member almost £1, had fluctuated 
between 8s. 2d. and 34s. 1ld.2 ‘The sound and 
prudent course,” said Mr. Ackland, “is at the outset 
to proceed experimentally,” and not “to attempt 
any differentiation of the rates of contribution or 
benefit in respect of (a) the ages, (b) the occupations, 
(c) the rate of wages, of the workmen.’® In accord- 
ance, the act demands a uniform deduction for weekly 


wages of 23d. the addition of a like amount by the 
employer, and by the State 13d. (At 7-year intervals 
the level of contributions may be, within set limits, 
raised or lowered, as accumulating statistics warrant.) 
Here again is the tripartite device of the sickness 
scheme. The markedly occupational character of 
unemployment and the qualitative differences of the 


1 Report of the Actuaries (cit.) pp. 18-20. 


2 National Insurance Bill Tables showing the rules and expenditure of trade unions 
in respect of unemployed benefit, 1911, od. 5703, p. 15; cf. pp. 276-293. 


3 National Insurance Bill, Return “ containing the report of Mr. Thomas G. 
Ackland . . . on the sch for i against unemployment ...” London, 
1911, p. 10. Such distinctions are of course per se desirable; cf. Gibbon, pp. 260-261. 
For a defi of the principles of the British act see the presidential address of Sir 
H. Llewellyn Smith, Economic Science Section of British Association, Sheffield, 1910. 
Cf. W. J. Ashley in Economic Journal, June, 1911 (pp. 266-274) and R. Lennard in 
Economic Journal, Sept., 1911 (pp. 335-345). Compulsion had been favored by 
Mr. Churchill in 1909 (Speech reproduced in Liberalism and the Social Problem, 
London, 1910: cf. p. 266 ff.). 
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workers makes the appeal to working-class solidarity 
much bolder than in the case of sickness. The uniform 
state subsidy can be defended because unemployment 
is an unescapable concomitant of a state-protected 
régime of private property and competitive industry. 
But the trade’s share (if one may so describe the 
employer’s payment) should in the best system re- 
flect the peculiar risks of the trade. 

The administrative organization for the scheme at 
no point touches the peculiar organs of the sickness 
insurance. It is true that the employer will buy 
stamps at the post office but they will be special stamps 
and will be entered on a special card. All money 
constituting income under the scheme shall be paid 
into an Unemployment Fund, to be managed by the 
Board of Trade, which has large powers to make 
regulations for the insurance system. Investments 
shall be made by the National Debt Commissioners, 
again in such securities as savings banks may pur- 
chase. After the first week of unemployment, a 
weekly cash benefit of 7s. will probably be paid, and 
probably for as long as fifteen weeks in any year, if 
unemployment continues.! 

The expected safeguards of a system whose hazards 
have to other countries been forbidding are several. 
The workman must “ prove” his employability — 
past employment “ in an insured trade in each of not 
less than twenty-six separate calendar weeks in the 
preceding five years.’”’ He must, while capable of 
work, have been unsuccessful in finding it. Here 

1 These terms the Board of Trade may freely change. It may change, as has been 
said, the rates of contribution. Further flexibility due to the difficult actuarial basis of 
the scheme takes the form of a possible Treasury advance to the amount of £3,000,000 
in time of need; if the fund is insolvent, the Board of Trade must temporarily so alter 

i and benefits as to restore solvency. The voluntary systems of Denmark, 


Ghent, and other places have been compelled in times of stress to increase subsidy 
disbursements greatly. 
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the admirable national system of employment ex- 
changes comes into play. The fact that no other 
country has such a well-organized system of ex- 
changes is the first reason why no other country could 
feasibly attempt compulsory insurance. Employment 
bureaus may reduce permanently the dimensions of 
what Mr. Beveridge calls the ‘“ reserve” of labor, 
even tho they may not abolish unemployment. Failure 
of the exchanges to provide labor in England will be 
fair evidence that unemployment is due to seasonal 
or cyclical or minor inevitable causes, and that the 
unemployed person may claim a benefit. The con- 
tinuance of his unemployment must be attested by 
the person’s presenting himself every day to the 
authorities.. Probably the post office will be used, 
in part at least, for paying out benefits, as it is already 
used for old age pensions and will be for “ deposit 
contributors ” in the sickness system. The workmen 
shall not be forced to accept employment where there 
is a trade dispute or where wages are less than those 
paid as a result of collective bargaining or, failing 
that, by “ good employers.” No benefit shall be 
paid where the cause of unemployment is misconduct 
or a trade dispute. ‘“‘ Insurance officers”’ shall be 
appointed to test claims. The workman may appeal 
to a “court of referees” (representatives equally of 
employers and employees and a chairman appointed 
by the Board of Trade). If their decision is not 
accepted by the insurance officer, appeal may be to 
an “ umpire ”’ appointed for last resort. 

Of special interest are certain novel moralizing or 
preventive measures of the act. It is obvious that 
constancy of employment of many men is the first con- 


1 Tho the act is inexplicit, its intention is clearly that the labor exchanges should be 
worked into its administrative machinery. See National Insurance Bill, Part II, 
Explanatory Memorandum; London, 1911, cd. 5991, p. 4. 
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dition of decasualization — reducing the casual fringe. 
For every workman for whom 45 contributions have 
been paid during the year, the employer may claim 
refund of one-third of the portion paid by him (the 
employer). The refund will still be allowed if through 
the labor exchange two or more employers together 
keep the same person employed for 45 weeks. No 
analogous provision is made for the workman, prob- 
ably because it would introduce a non-industrial 
incentive for the workman’s loyalty. But the work- 
man whose fitness has maintained him in employment 
whether with one employer or many, to such effect 
that at the age of sixty he has drawn in benefits less 
than the share of his wages he has contributed, may 
receive back the excess of his payments with interest. 
This seems an admirable device for rewarding work- 
people of superior industrial quality. It means that 
the real burden of caring for the individuals on whom 
the incidence of unemployment falls most promptly 
will rest mainly on those individuals, on the employers 
in general, and on the State. A third measure pro- 
vides that where an employer, instead of discharging 
anybody, employs all on short time, no contribution 
will for the time be demanded either for the employer 
or as deductions from wages. In mining, and to a 
less extent in the textile trades, short time has often 
been resorted to,! but it is not feasible for all industries. 
Lastly, if the insurance officer believes that defective 
skill or knowledge can be remedied by technical in- 
struction, he may draw upon the Fund to provide such 
instruction; but of course it must appear that less 
money will probably be needed in that case than if 
benefits are paid.” 


1 Cf. Ch and Hall th, U ployment in Lancashire, Manchester, 1909, 
pp. 45-59. 

? This important clause was added in Committee. See Standing Committee B, 
Fourth Day’s Proceedings, pp. 301-314. 
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In interesting ways the trade unions are utilized. 
Where a trade union itself provides unemployed 
benefit, it may increase its disbursements, by paying 
out the benefits of the insurance system. To it will 
then be repaid out of the Unemployment Fund this 
supplementary portion; with the proviso, for pro- 
tection, that in no case shall the supplement exceed 
three-quarters the amount the union itself pays. 

In connection with the unions there is grafted upon 
the compulsory insurance scheme—which is not unlike 
the sickness insurance, and so, ulteriorly, the German 
system —a series of provisions for voluntary insur- 
ance imitated from the so-called ‘ Ghent system.’’! 
The characteristic is a public subsidy to unions paying 
unemployed benefit, proportioned to the amounts 
they pay. This principle, applied by numerous Bel- 
gian and other cities, has been incorporated in 
national legislation by Denmark and Norway. Its 
limitation is that workers who are not union members 
— chiefly the unskilled — miss the advantage of the 
subsidy. Norway is exceptional in providing that 
to get the subsidy unions must admit any applicant 
to insurance membership at least. Such insurance 
systems have had marked success. To unions not 
in the insured trades, paying out-of-work benefit, the 
Lloyd George act will repay a sum not exceeding 
one-sixth of the amount expended on out-of-work 
benefit. Probably the subsidy will lead in England, 
as it has led elsewhere, to greater effort on the part 
of the unions to insure themselves. It should be 
added that the subsidy is to be granted, so as not to 
discriminate, to unions within the insured trades 
also. 


1 Tts author has objected to this term, because at Ghent persons not in trade unions 
were also provided for. 
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IV. Uxtrerior EFFrects 


Are there seeds of destruction in the Lloyd George 
act ? Will experience prove the skeptical right? Will 
some day, when it is too late, the evidence be clear 
that National Insurance is the all-pervading cancer 
destroying the vitals of the State—as a German 
critic held recently of the German system ? 

In a realm so new one can only speculate. Assuredly 
the mutations of society offer today no more inviting 
field for speculation than the probable effects of in- 
surance schemes. Enough that is tangible can be 
grasped to bring results not wholly unconvincing. 

One needful factor in a state insurance scheme is 
economy of organization. At the cost of certain 
inequalities among the insured, the British act pro- 
vides a machinery unprecedentedly simple. The flat 
rate of contribution, the high minimum of mem- 
bership in the approved societies, the virtually single 
type of society, supplemented by a simple state and 
local organization, all these point to economy. The 
German stamp system, copied even by France and 
now by England because it seems indispensable, 
has not in Germany created a high cost of administra- 
tion. In 1908 sickness insurance cost as to adminis- 
tration $.35 a member in Germany, equal to 5.25 
per cent of the year’s expenditures. A state organiza- 
tion of medical service is no unnatural consequence 
in an era of public health boards, general hospitals, 
factory doctors, and insurance company doctors; it 
merely insists to the full on the economies of com- 
bination. 

But are not the economies of combination over- 
whelmed by special losses when medical service is 


1 Twenty-fourth Annual Report of U. 8. Commissioner of Labor, Vol. I, pp. 1237, 
1230. 
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part of an insurance system? ‘The question is most 
serious. Idleness and part pay are not always an 
inconvenient alternative to work at full wages. In 
the purely mutual friendly societies malingering is 
a parasite that only resolute management can control. 
In German employers-aided insurance it is a more 
dangerous foe; the strange institution of the paid 
visitor has in some places been resorted to and, we 
are told, without encountering ill-will! Many per- 
sons believe that malingering is the whole or main 
cause of the increase in number of average cases of 
sickness and days of sickness per year in Germany. 
Other causes are given; the inclusion of diseases not 
formerly included (those arising in misconduct), the 
doubling of the period in which sickness benefit may 
be paid, a heightened concern for less serious attacks 
of illness previously passed in neglect. 

Another cause for the increase in sickness, here 
tentatively urged, seems to have escaped attention. 
It is probably one which every insurance system must 
contemplate, even if much preventive activity is 
undertaken. ‘‘ The sickness-rates of the Friendly 
Societies,” it is said (as evidence of malingering), 
“go steadily up, notwithstanding that the death 
rate, which usually measures the amount of real dis- 
ease, is falling among the Friendly Society member- 
ship as among the population at large.”! The same 
antithesis is pointed out for Germany: “in contrast 
with the increase in sickness rates, there has been 
a decrease in the death-rates.”? One must ask: does 
the death rate infallibly run parallel to the rate 
of real sickness? A very high death rate means 


1 8. and B. Webb: op. cit., p. 167. 


* I. G. Gibbon: Insurance against Sickness and Invalidity and Old Age in Germany, 
Economic Journal, June, 1911, p. 191. 
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usually that infant mortality is great; it is less con- 
clusive of the sickness of adults. A very low death 
rate means (in a population unaffected by migration) 
that most people born live to old age. Now it is a 
familiar fact that among our civilized countries infant 
mortality has declined and that for every age group 
the expectation of life has increased. This need not 
signify that there is less sickness per person, but 
perhaps only that advanced medical and surgical 
knowledge and skill have succeeded in getting more 
people past crises than before. Physicians constantly 
tell us, of some notable person, that with present 
medical ways he would not have died when he did. 
Excision of the appendix, for example, has saved 
countless persons from death. For nearly every 
serious disease the decline in the death rate relative 
to the number of cases of illness has been extraordinary. 

Has there been less real sickness? Of smallpox, 
yellow fever, typhoid, the epidemic diseases especially, 
there has been much less. Here preventive medicine 
has triumphed signally. Pneumonia and cancer have 
apparently been increasing, and the death rates from 
them, too. Appendicitis is probably not less frequent 
than it was. It is doubtful if phthisis is less, tho 
fewer cases lead to death. The sexual diseases con- 
tinue widespread. Minor ailments are omnipresent. 
“Once you penetrate beneath conventional acquaint- 
ance there will almost invariably be found some 
functional impairment of heart, liver, kidneys, or 
bladder; or dyspepsia, gastritis, jaundice, gallstones, 
constipation, diarrhea; or insomnia, neurasthenia, 
nervousness, neuritis, neuralgia, sick headache; or 
tonsilitis, bronchitis, hay fever, catarrh, grip, colds, 
sore throat; or rupture, hernia, phlebitis, skin erup- 
tion; or rheumatism, lumbago, gout, obesity; or 
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decayed teeth, baldness, deafness, eye ailment, spinal 
curvature, lameness, broken bones, dislocations, sprains, 
bruises, cuts, burns, or other troubles.’’! These 
illnesses are ‘‘ real’? enough. Some we do not know 
how to prevent. Some we do not care to prevent 
directly, but they are points of weakness and may 
lead to more serious and, from the new point of view, 
unpreventable diseases. Nearly every patient whom 
doctors save from death retains a locus minoris re- 
sistentiae. Many diseases would require miracles 
of well-ordered lives to prevent. No smallpox tactics 
suffice. They come with urban inhabitation and 
the excitement and joys of urban living. They come 
with the comforts and refinements of civilized life, 
with means taken to rise in the social scale and means 
taken to maintain social position. They will always 
depend upon the most human of traits, the Béhm- 
Bawerkian assessment of present goods above future 
goods. With more people not only living in cities, 
but living and working and playing indoors, there 
may be a decreasing hardiness of fibre in the individ- 
ual and an increasing sensitiveness that makes for 
disease. 

The case is not without its compensations. With 
medical aid we survive to later years. Statistics 
universally show greater morbidity with advancing 
years. More of us live to the years of morbidity. 
We are willing to be sick once oftener next year and 
two weeks longer next year than last, if in return we 
may be well for nine tenths of next year. This is true, 
not “despite”? a decrease in the death rate, but 
as a means to the decrease. Statistics to be sure show 
both in Germany and England, a somewhat increased 


1 I. Fisher: Report on National Vitality (Bulletin of the Committee of One Hun- 
dred on National Health), Washington, 1909, p. 38. 
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morbidity for the middle and early age groups too. 
Apart from the general influences described that make 
illness more frequent, is it not true for these years, 
as it clearly is for later ones, that survival where once 
death would have followed disease may leave individ- 
uals more than normally susceptible to fresh illness ? 
Just how important this factor is I shall not venture 
to say.' 

An economic factor deserves mention. So far as 
a population includes persons whose standards of 
living are low, who marry early and have many chil- 
dren, insurance will for them avail little. Nay, it 
may intensify the competition for life: maternity 
benefit invites to the new struggle, sickness treatment 
postpones the death that might end the struggle. 
In another direction the consequences of the act, as 
regards births, will be more significant. When addi- 
tional benefits are extended to the worker’s dependents, 
or when sickness or unemployment pay contributes 
to maintain children in health (as it certainly will), 
the death rate of children will tend to decline. Corre- 
spondingly the births in such families will be fewer. 
For the workman whose standard of living includes 
a family of five will be less likely to have to make good 
by further procreation a loss by death. With the 
rapid acceptance by the working classes of means of 
voluntary restriction of births, this consequence of 
the act may be far-reaching. 

The Lloyd George Act presupposes the correctness 
of a principle of action which is still mooted. Both 
its sickness and unemployment provisions embody 
what may be designated the minimum-wage principle. 
The contributions of employers and the State will 


1 See in connection with this paragraph the diagram in S. and B. Webb, op. cit., 
p. 217, showing the rising rates of sickness by age groups. 
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only in part come out of wages. It is striking that the 
income-tax minimum of £160 is the maximum income 
for an insurable person not a manual worker. To him 
that hath not shall be given, from him that hath shall 
be taken away. Taxes contributed indirectly by in- 
sured persons certainly amount to less than half the 
public income. The employers’ contribution cannot 
all be shifted to wages. Largely therefore the pros- 
perous must subsidize the indigent. The weak will 
survive. The disproportion with the strong may in- 
crease. The hope is that the nation will gain because 
the poor, cared-for, will become stronger industrial and 
social citizens. Malthus would have been skeptical. 
Yet nations have shown themselves capable in the last 
century of raising their plane of living. 

More serious may be the moral menace. Even if 
some of the state’s and employer’s burden is shifted 
to the workmen, the form of insurance remains that 
of a great subsidy. The worker is getting not only a 
quid pro quo but a quid pro nihilo. When the worker 
ceases to support the State and the State supports the 
worker, in President Cleveland’s phrase, trouble may 
come. How Herbert Spencer would have been dis- 
heartened by this latest confusion of the “ law of the 
state’ and the “law of the family”! The question 
of malingering sinks to secondary significance. Mul- 
titudinous dangers are predicted to follow reliance 
upon the State: loss of initiative, independence, bold- 
ness, persistence, industry. Nay, these qualities are 
even now deficient how can insurance implant 
them? Are we not again in one of these eras when 
men think only of reforming the State and not of 
reforming themselves? Eloquently in the last pages 
of his monumental work, Charles Booth, tracing the 
chief needs of the people of London, held greater 
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individual responsibility to be a leading one; yet the 
largsses of the State were then more spare than they 
are now, and will be. 

Those who hold that all manly qualities are born 
of the struggle and that the greater the struggle the 
finer the qualities, will view with regret the English 
insurance system. They point out that the poison 
of the peace movement is already that it provides no 
moral equivalent for war. With open arms they 
“welcome each rebuff that turns earth’s smoothness 
rough.” 

Are they right ? Their critics say: “ If terror be an 
incentive to thrift, surely the penalties of the system 
which we have abandoned ought to have stimulated 
thrift as much as anything could have been stimulated 
in this world. The mass of the laboring poor have 
known that unless they made provision for their old 
age betimes they would perish miserably in the work- 
house. Yet they have made no provision.’ Again, 
“the incalculable risk of a prolonged depression of 
trade . . . is one the exposure to which of the individ- 
ual workman does little but harm. Such a risk is 
too much beyond his powers of foresight, and also too 
great in magnitude . . . to exercise any appreciable 
effect in stimulating self-help, while the liability to 
see all his savings swept away in a few weeks by cyclical 
fluctuations in employment which he can do nothing 
to avoid is a demoralising risk acting on his character 
precisely like the liability to earthquake or other 
cataclysm, and discouraging to . . . the development 
and maintenance of habits of providence.” ? And 
again, “It is a great mistake to suppose that thrift is 

1 W. Churchill, op. cit. p. 209; the passage is from an address spoken at Dundee, 
October, 1908. 


2 H. Llewellyn Smith, op. cit., p. 11. 
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caused only by fear; it springs from hope as well as 
from fear; where there is no hope, be sure there will 
be no thrift.’’! 

With an important reservation, these views may be 
held pertinent. The reservation is that the nation 
which adopts an insurance system must be a democratic 
nation. Slaves and the downtrodden, those doomed 
to stay always where they are, will dissipate a gift and, 
so far as not prevented, will refrain from arduous 
activity. But where men are free to rise, where handi- 
caps of birth and circumstance can be broken through, 
where the successive rewards of successive valuable 
activities are always paid in position or cash, there men 
will strive to rise. These things lacking, national in- 
surance becomes an instrument to atrophy and decay. 
The same things present, the competition of men among 
men is merely lifted to a higher plane. The elevation 
of the race from barbarism to civilization has been 
one long process of losing some modes of competition 
and acquiring new modes. Once the struggle for life 
ruled brutally; that greatly abated or softened, the 
struggle for better living becomes among modern 
peoples the stronger passion. We are not so far 
away from the old days but that checks and hedges 
are needful to steer our course through insurance, but 
of democracy we have a greater measure than hitherto 
and we think we shall have a still greater measure in 
the future. 

RoBert F. ForrstTer. 


Harvarp UNIVERSITY. 


1 W. Churchill, op. cit., p. 209. 
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I 


Tux bias in favor of “ psychological’ economics 
has found its perfect expression in a recent develop- 
ment of the agio theory of interest. The much ques- 
tioned “ technical superiority of present goods,” the 
“ objective” factor in Béhm-Bawerk’s formulation, 
has been eliminated. Of the “ causes” of interest 
there remain only the subjective factors, as a careless 
but convenient usage permits us to call the supposed 
desires and valuations of the consumer. The agio 
theory has thus become what Béhm-Bawerk asserted 
it to be, a logical development of the Austrian theory 
of value. As such it describes the ‘‘ economic man,’’ 


comparing utilities not only of goods in the present 
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and immediate future, but of the prospective goods 
of years to come. Interest becomes a problem in 
“ subjective value.” But is such a solution of the 
“vexed problem” possible? And if not, in what 
direction should an inquiry into the nature and rate 
of capitalist income proceed ? 

To one not altogether under the spell of the “ eco- 
nomic man” and his utilitarian calculus, the first 
impression made by this theory is that of remoteness 
from all the more obtrusive facts of economic life. 
Does time-preference' have any real effect in the 
business of the world? We may admit that there 
are reasons for desiring to have goods at one time 
rather than at another. The professorial imagination 
has found no difficulty in devising occasions for com- 
paring present with future utilities, for forming pref- 
erences and noting “ time-values.’’ But such mental 
exercises are of no importance, unless time-preference 
is a psychic state that actuclly enters into the trans- 
actions out of which interest grows; unless it plays 
a part in borrowing, lending, and investing. 

Now whatever the mental states of the investor 
may be, they are not those attributed to him by the 
time-preference theory. That theory suggests a post- 
ponement of consumption, i.e. the consumption at 
some time of the capital which has been saved and 
invested. It formulates a comparison between a 
present quantity of consumable goods on the one hand, 
and an equal future quantity of goods in addition 
to the interest, on the other. But obviously, investors 
do not, as a rule, contemplate consuming their capital. 
The capital does not enter into both terms of the 
comparison between present and future sums. What 

1 Time-preference is defined by Professor Irving Fisher, Rate of Interest, p. 88, 


as the excess of present desirability of present goods over the present desirability of an 
equal amount of future goods. 
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the investor does is to compare the present or early 
consumption of, let us say, one thousand dollars worth 
of goods once and for all, with the later consumption 
of a permanent annual income of fifty dollars worth of 
goods obtainable without labor. There is a com- 
parison, indeed, of consumable wealth or, if you will, 
of “‘ psychic income,” or utilities of goods; but it is 
of goods or income appearing under very <ifferent 
conditions. A relatively large temporary satisfaction 
of desires is given up; a permanent, unlaborious 
recurrence of a much smaller sum is gained. The 
permanent character of interest income, and the fact 
that it comes without labor on the part of the recipient, 
are, to the capitalist, the significant characteristics 
of the “ future goods’ he purchases by means of his 
present goods. In the case of the active entrepreneur, 
as distinguished from the capitalist-lender, the cal- 
culations of an investment are slightly different, but 
equally unfavorable to the time-preference concept. 
The entrepreneur also hopes to get an income as a 
percentage of his thousand dollars, but looks for a 
higher rate than the capitalist; he looks for what, 
following the usage of the classical economists, we 
may call “ profits of capital.””’ To him the important 
aspect of investment is the fact that it represents 
business opportunity. Neither capitalist nor entre- 
preneur, however, lets a future capital sum enter into 
comparison with present goods. 

The purposes and calculations that lead up to and 
prevail in the process of investment are not those 
suggested by the theory under consideration. Time- 
preference is not consciously present. Indirect evi- 
dence, moreover, that estimates of time-value are 
not an important factor, may be found by considering 
the rates of interest on loans for different lengths of 
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time. If any part were played by a comparison of 
the utility or value of the capital sums loaned and 
returned, or of the goods these sums represent, then 
the longer the time intervening before the payment 
of the loan, the higher the agio or total of interest 
necessary as premium on present goods, or discount 
of the distant future goods. If the preference for 
present possession grew in direct ratio with the length 
of the loan period, a uniform annual rate of interest 
would be demanded for all loans of equal risk. A 
thirty year loan of one thousand dollars, for instance, 
would receive six times as many annual payments 
of fifty dollars, as a five year loan. But perhaps it 
may be argued that if time-preference governs the 
loan market, a prospect of payment at a very distant 
date would call for a higher rate of discount than a 
short period loan, that if a five year loan is satisfied 
with 5 x $50, a thirty year loan would demand 30 x $60; 
preference for present goods and sums growing at a 
greater rate than the time interval before the final 
payment. The facts of the loan market, however, 
do not fit either of the above suppositions as to the 
rate of growth of preference for present possession 
with increasing remoteness of future payments, and 
do not, therefore, fit the necessities of the time-pref- 
erence theory. Instead of a rate of interest on long 
time loans equal to, or greater than, that on short 
loans, we usually have a lower rate, — evidence that 
an undisturbed annual income is desired, and not the 
return of the whole equivalent of the “‘ present goods ” 
invested. 

Another weakness of the time-preference theory 
is its apparently necessary implication of an exchange 
of present against future goods. If no exchange of 
this kind can be demonstrated as part of the important 
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transactions in which the income of the capitalist 
arises, the conceivable influence of time-preference 
is too limited to afford the basis of a complete explana- 
tion of interest. Is there an exchange of this nature 
between the capitalist as lender, and the entrepreneur 
as borrower? The former gives present goods. The 
latter, however, does not consume them, but invests 
them in his business. Obviously, both capitalist 
and entrepreneur look for a future return. They 
share in the profit of capital, the capitalist, because 
free of risk and labor, contenting himself with a part 
of the profit known as interest. Interest is ‘‘ com- 
muted profit.”! What is really given in exchange, 
therefore, is not consumable quantities of wealth of 
different dates, but different means and conditions 
of securing income. If there is an actual exchange 
of present for future goods, connected in any way 
with the capitalistic production of wealth, apparently 
it must be between entrepreneur and laborer. But 
no argument is needed to show that between these 
two parties there is no conscious bargaining over any 
difference in value due to the time that must elapse 
before goods become available for consumption. Was 
there ever a laborer conscious of a rate of time-pref- 
erence ? And was any such rate ever mentioned in 
the contest between trade-union and employer? It 
is a safe conclusion that in the wage-contract, the one 
business relation in which present goods appear to be 
given for future goods on a large scale, time-preference 
plays no perceptible part and that the fiction of an 
exchange of time-values leads to absurdities. It 
would appear, therefore, that the concept of time- 
preference with its necessary implications is not fruit- 
ful for the theory of interest. It may have some 


3 Hadley, Economics, p. 270. 
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value in the apologetics of the capitalist system, but 
for the scientific explanation of the source and rate 
of capitalist income, it has too little relation to the 
actual forces at work in the industrial world. 


II 


A partial concession to the bias in favor of economic 
analysis based on subjective factors is the abstinence 
theory as set forth by those who make it part of a dual 
explanation of interest, assigning to abstinence the 
regulation of the supply of capital, while demand is 
traced to other sources. As an account of the psy- 
chology of investment, dt is not open to the same 
objections as the time-preference or agio theory. 
To some writers, it is true, the two theories seem 
indistinguishable. It is possible, however, to for- 
mulate the abstinence theory in such a way as to avoid 
the erroneous appearance of an exchange of a present 
capital (C), against a lump sum C -+ i (i representing 
interest). The exchange may be taken to be that of 
C against a series —i, i, i, i—of regularly recurrent 
sums. 

The theory has not escaped criticism. The doubts 
expressed by different writers as to whether the con- 
nection between the movements of the rate of interest, 
and the increase or decrease of saving and abstinence, 
is that assumed by this theory, have not been entirely 
disposed of. They make it appear at least questionable 
whether abstinence acts in such a uniform manner as 
to allow any valid generalization. 

The objection that the large capital accumulations 
of the rich are subject to no cost of abstinence, was 
apparently met by limiting the significance of absti- 
nence to the marginal saver. But this answer is not 
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conclusive. It was not proved by the adherents of 
the theory that abstinential savings are of sufficient 
amount to be in any way regulative of the rate of 
interest. No inquiry was made as to whether the 
capital that comes without abstinence may not, with 
its larger volume and more rapid changes, leave the 
tendencies and effects of abstinential savings a purely 
secondary movement, of imperceptible influence on 
the actual rate of capitalistic income. Nor can it be 
said that the conception of the rate of interest as a 
“supply price,” inducing more or less marginal 
saving as it moves upward or downward, is essential 
to an understanding of how the rate is kept within 
certain limits. It may be held that the savings which 
rise and fall with the rate in such manner as to bring 
the interest rate to a point of equilibrium, are savings 
taken out of interest and profit, rather than out of 
wages and salaries. They rise and fall, not because 
of increase or decrease of inducement or “ reward ” 
held out to the saver, but because of an increase or 
decrease of the income out of which savings are made. 
Assume the standard of living to remain unchanged 
among the classes whose income is large enough to 
make saving habitual and continuous, and a change 
in the volume of saving easily follows a correspond- 
ing change in the volume of income. There is no 
searching of heart and of pocket-book to see whether 
some anticipated, tho uncertain percentage, offers 
sufficient reward for the pangs of abstinence. The 
dubious implication of the abstinence theory is that 
a little more or less of calculating abstention from 
consumption makes a great difference, and that the 
prime factor in bringing things to an equilibrium is 
a mental occupation with a future fact, 7. e. with an 
anticipated reward. The moving fact, on the contrary, 
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is one that belongs to the past rather than to the future, 
the fact of increase or decrease of income. And the ob- 
jective fact of increased or decreased income may exert 
a regulative effect on the supply of capital without 
involving subjective factors, 7. e. without calculation 
of what is lost or gained by saving and investment. 
Let spending go on at a given rate, and saving! 
be what is left unspent. Then a rise or fall of money 
income means an equal rise or fall of this unspent 
residuum. It is not necessary, therefore, to refer to 
psychic factors, in order to arrive at a sufficient 
explanation of those regulative movements in the 
supply of capital which check the fluctuations of the 
interest rate. 

Moreover the accumulations that come out of large 
incomes of profit and interest are the only savings 
which can change with sufficient rapidity and volume 
to be decisive. They are at once affected by every 
change in the rate of profit and interest, while the 
savings made with reference to an anticipated rate 
change too slowly to have any perceptible influence. 
The effect of the latter can at most be a tendency, — 
a tendency nipped in the bud by the effect of the 
larger and swifter volume of those savings which 
change merely because income has changed. It is, 
therefore, doubtful whether, except in periods of 
unusual stability of the interest rate, the prevailing 
rate is ever one that just compensates the marginal 
saver’s cost of abstinence. And when this happens, 
it is not because the marginal savers have helped to 
make the rate what it is, but because they have ad- 
justed themselves to existing conditions. It is evident, 
therefore, that the induced savings, those made with 


1 The word accumulation rather than the word “ saving" should perhaps be used 
in this connection, as less connotative of thought and effort. 
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reference to a given rate of prospective reward, the 
savings which the abstinence theory places in the 
center of the stage, have so little influence on capital 
accumulation and the rate of capitalistic gain, that a 
general theory of interest is warranted in disregarding 
their existence. Even if the abstinence theorists 
have correctly analyzed their origin and action, — 
a matter of some doubt, — these calculated abstinential 
savings are, to the extent of their tenuous being, a mere 
epiphenomenon of our modern economic system. 
They are not of sufficient significance to find a place 
in a general theory, and contribute practically nothing 
to the determination of the existing rate of interest. 
For the great accumulations of capital which rise 
and fall with the rise and fall of income, the prime 
factor or determinant of changing rates of accumula- 
tion is the amount of income out of which savings are 
made. In our description of these accumulations as 
an unspent residuum of income we have assumed, 
however, a certain quantity of expenditure or standard 
of living. This expenditure constitutes a limiting 
factor to the -quantity of capital accumulation, and 
the abstinence theorist may argue that the estab- 
lishment of such a standard of expenditure involves 
some comparison or calculation of the relative utility 
of spending and of saving. Now the occurrence of 
occasional meditations upon the relative utility of 
saving and of spending may be granted, and also their 
effect on the formation of a standard of living. But 
it is denied that for the class of savers under considera- 
tion the prospect of any given rate of return enters 
into the attractions of saving or accumulating capital. 
To be sure, expected returns of some kind on invest- 
ment constitute an inducement to saving, a support 
of the habit of saving, a general reason for saving at 
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all. But that does not mean that different rates of 
prospective return directly determine the amount of 
saving. The implication of the abstinence theory, 
that prospective rates of return have this determin- 
ing effect, has never been more than an unproved 
assumption. Moreover, such considerations of the 
attractions of saving as may affect the standard of 
expenditures are occasional, and do not come in 
response to every change in the rate of interest. It 
is legitimate, therefore, to regard the standard of 
living as a relatively fixed factor and to account for 
changes in the rate of capital accumulation as result- 
ing primarily and directly from changes in the volume 
of income. 

If the view just presented gives a substantially 
true picture of what takes place in the modern world 
of capital accumulation and investment, we need not 
look to the abstinence theory, nor to any theory based 
primarily on “ subjective ” factors, for an explanation 
of the rate of capitalistic income. It may be granted 
that there are subjective factors, and that theoreti- 
cally they have some effect on capital and its rate of 
return. The direction and character of that effect 
are doubtful. But the obviously important facts are 
objective in their nature; and to these our attention 
may now be directed. 


Ill 


In studying the objective factors of the process of 
capitalistic production and distribution, we cannot 
escape consideration of the productivity theory of 
interest. It has taken on a great variety of forms, 
but in almost all cases it operates with a conception of 
capital as a group of concrete goods used as instru- 
ments of production. A number of objections have 
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been urged against it, the most serious being that the 
value of capital goods which it assumes as known 
cannot be determined independently of the rate of 
interest. In trying to account for the rate of interest, 
it moves in a circle. This objection has been stated 
so frequently and so well, that it requires no further 
discussion. Another weakness of the theory is its 
failure to take account of certain important interest- 
yielding investments. The entrepreneur expects to 
gain at least the rate of interest from all of his 
business outlays; not only from what he spends for 
“ capital goods,” but also from his expenditures for 
labor. The productivity theory, in restricting capital 
to concrete instruments and materials, says nothing 
about the interest earned by the employer’s pay-roll. 
Its conception of capital is too narrow. 

These shortcomings of the popular form of the 
theory raise the question whether the source of trouble 
may not be a failure to consider the fundamental 
character of capitalistic production. The restricted 
concept of capital limits the view to one segment of 
the long process of production. In asking what is 
added to the product by the use of a given capital 
good, the productivity theory fixes attention on one 
of the later stages of the process of production and 
fails to go back to the beginning of the process. It 
proceeds, in the language of Béhm-Bawerk, as if the 
capital had dropped from heaven. If, however, we 
broaden the concept of capital, and include every 
class of instrument connected with productive in- 
dustry, and if we view the process of production not 
by detached portions, but as a whole, a productivity 
theory of any kind becomes impossible. In the view 
of the productive process as a whole, it appears that 
we have nothing before us but human labor acting 
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upon the physical world. There is no capital as a 
distinct productive factor. The investment of capi- 
talist and entrepreneur, the use of capital regarded 
from the point of view of production, is nothing but 
a special way of applying labor, the ‘“ round-about,” 
indirect, capitalistic way. And while nothing but 
labor is used, nothing is paid out by the entrepreneur 
in his business, nothing is “invested,” that is not 
looked upon as capital. Entrepreneurs as a class, 
however, pay out nothing but wages.' It is only 
between members of the class of entrepreneurs, be- 
tween those in control of the different segments of 
the process of production of any commodity, that 
payments are made for anything that is not labor. 
The purchase and sale of the products of labor, which, 
as “intermediate goods,” are necessary in making 
consumable goods, are a purely intra-class affair. 
As such, these transactions are only a method of divid- 
ing up the investment and the gains of capital in an 
extended process. In a comprehensive view of the 
process of production, there are, therefore, no separate 
outlays for labor and for capital. How, then, can 
one distinguish a separate “‘ product of capital” ? 
How trace any such connection between product and 
the return of capital as would justify us in formulating 
a productivity theory ? 


IV 


Our hasty examination of some of the most widely 
accepted theories points, in the main, to negative 
conclusions. Considerations of space forbid a review 
of other theories and variants of theories. But perhaps 
enough of criticism has been given to prepare for a 
consideration of the nature of the problem before us 
and the data necessary to its solution. 

1 Setting aside land rent and taxes. 
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To make income appear as interest, it must be 
expressed as a proportion or percentual rate. Profit 
of capital, too, is a rate. If it were not calculable in 
this form, the entrepreneur would not know what to 
bid, in his bargain with the capitalist, and the capi- 
talist would be ignorant of the business value of what 
he had to offer. Let the rate of income (whether 
interest or profit) be represented by R, the income 
by I, the capital by C. Then 

I = CR. 
A fourth quantity of importance to the theory of 
interest, the gross income, is given in the equation 
I’ =I+C. 

It will suffice to know two of the quantities given 
in the above equations, in order to calculate the re- 
maining two. The theory of interest need not, there- 
fore, explain the quantitative determination of more 
than two of the four quantities. These, however, 
must be calculated independently of the other two. 
To derive them by assuming one or both of the re- 
maining values, and then to turn about and use them 
in accounting for the latter, would obviously be reason- 
ing in a circle. 

None of the theories so far examined has explained, 
or appears to be justified in assuming as accounted for, 
more than one quantity. That quantity is I’ (the 
‘gross income), if taken in the sense of the product in 
the shape of consumable goods, of a completed process 
of production. Its physical amount is explained by 
reference to the technical conditions of production, 
and its value by the demand of the market. If, 
however, I’ is to include the products of different 
stages of the productive process — producer’s goods 
as well as consumer’s goods — it cannot be accounted 
for without bringing in one of the other three values. 
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The productivity theory aims to explain R, the 
rate, by showing the relation between C and either 
I or I’. It must therefore account for the value of 
C, the capital, and at that point, as critics have shown, 
the theory breaks down. The time-preference and 
abstinence theories seek the origin of R in subjective 
conditions. But the time-preference theory gives a 
false view of the psychology of investment, and the 
abstinence theory, while suggesting factors which 
may have some influence on investment, fails to prove 
that those factors give a definite quantitative result, 
or, in other words, that they make R just what it is. 

One other quantity besides I’ (taken as the con- 
sumable product of a completed process) must be 
found. The attempts to find an independent origin 
for R have failed, and no way has been suggested of 
computing I without the introduction of either C or 
R. The theory of the income of capital must, there- 
fore, show the quantitative determination of C. No 
other course is left. With C determined, as well as 
I’, the minimum of data needed is given. But C 
must be determined independently of I (the income), 
and of R (the rate). Furthermore, as there appears 
to be no way of deriving C from I’ except by a not 
permissible use of either R or I, we may say that it is 
a necessity of theory that capital (C) be accounted 
for independently of the other values with which the 
theory of interest and profit has to reckon. 

What is capital? If we view the production of 
any kind of consumable good as a whole, and disregard 
its segmentation into particular industries, we see 
that what entrepreneurs and capitalists, as a class, 
invest is just wages, nothing more. If capital be 
taken to mean simply wages, and wages can be shown 
to be determined independently of income of capital, 
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rate of profit or interest, and gross income, our prob- 
lem is solved. In view of the impossibility of securing 
the data necessary to a complete theory in any other 
way, it would appear worth while to try the concept 
of capital as consisting of the total of wages and see 
where it will lead. 


To the thought that wages are determined inde- 
pendently of the gross income, the product of labor, 
objection may be made from the point of view of 
the widely accepted productivity theory of wages. It 
may be maintained, however, that while the price of 
labor is indeed determined by its productivity, the 
labor whose product determines the level of wages, 
is not labor which is employed in capitalistic industry. 
The entire supply of labor of all countries in com- 
munication with the world’s market needs to be con- 
sidered; not only labor employed by capital but also 
labor which is only potentially a supply to the capi- 
talist-entrepreneur or competes with the labor that 
is part of such potential supply. It is not necessary 
nor in keeping with the methods of economic theory, 
to hold te a productivity theory of wages which makes 
it appear that we have the labor supply of capitalistic 
districts only to reckon with. The price of labor is 
determined by its product not at the margin of em- 
ployment, but at the margin of opportunity, the 
margin open to non-capitalistic free labor. If it were 
the product of employed labor only that determined 
wages, it would be necessary to assume a rate of in- 
terest to get at the rate of wages. The employer 
could not afford to pay more than the discounted 
value of the product to the laborer. But interest or 
discount, we are trying to show, grows out of the 
difference between value of product and price of labor. 
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It does not determine wages, but is determined by 
wages. It is necessary, therefore, unless we are willing 
to accept some explanation of a rate of interest based 
on subjective grounds, that we account for the price 
of labor independently of the rate of interest, or of 
the product of capitalistic industry. If we view the 
productive process as a whole, instead of taking it by 
segments and designating the intermediate products 
of labor as capital, it appears very clearly that we are 
driven to a choice between two theories of residual 
income. Either we must show the rate of interest as 
determined by subjective factors, by calculations of 
the cost of abstinence or waiting, — in which case the 
wage-earner is the residual claimant,— or we must 
find an independent explanation of wages, in which case 
profit of capital can be accounted for as residual income. 

Now as regards the price of unskilled labor, the 
determining factors are the conditions of life and 
work of the classes from which capitalistic industries 
recruit their industrial armies, the peasantry and 
handicraftsmen of the old world, and the potential 
frontiersmen of the new. What are the conditions 
of land ownership and opportunities of getting land? 
What the quality and location of land accessible to 
peasant or pioneer? What the legal and social 
institutions of countries just emerging from precapi- 
talistic conditions and customs? Such factors as 
the enclosure of common lands, the assertion of feudal 
privileges and political oppression, the ruin or persis- 
tence of handicrafts, together with factors affecting 
the ease or difficulty of transportation to the scene 
of capitalistic industry or away from it to a frontier 
of free land, have been at different times and places 
the important forces determining what supplies of 
labor, and at what price, could be obtained for factory, 
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mine, and railroad. On the whole, the price that must 
be paid is determined by a standard of living that has 
grown out of the economic opportunities of those 
rural and non-capitalistic districts and occupations 
from which new supplies of labor are drawn. In these 
districts and occupations the productivity of labor 
and the standard of living have come to an equilibrium, 
determining thus the average income of the classes 
from which come the new recruits for capitalistic 
employment. The wage that needs to be paid to 
secure such labor is equal to that income, with possibly 
enough in addition to pay cost of transportation and 
to create a sufficient inducement for the necessary 
change of occupation and residence. In such manner 
the price of unskilled labor may be accounted for. 
For work of higher grade the capitalist must pay the 
wage of unskilled labor plus the expenses of rearing 
and educating a more specialized or a more intelligent 
type of man or woman. According to this view, 
unskilled labor is the source of supply of skilled labor. 
In the long run, it is not the productive value of high 
grade labor that determines its reward, but the cost 
of unskilled labor and of converting unskilled into 
skilled labor. The price of unskilled labor, therefore, 
is fundamental to the determination of wages for all 
grades of employment. From the point of view of 
capitalistic industry, it is cost rather than utility to 
purchaser that determines the price of labor. In 
other words, the standard of living, determined for 
unskilled labor by conditions outside of capitalistic 
industry, enters as an independent factor into the 
determiration of the wages paid in capitalistic in- 
dustries. The price of labor is, therefore, determined 
independently of the rate of profit and interest, and 
of the productivity of the capitalistic process. Capital, 
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in the form of wages, being thus independently de- 
termined, the return to capital in profit and interest 
may be explained as a residual income. 

By using expensive, ‘ round-about’”’ processes and 
methods of utilizing natural forces, not accessible to 
the laborer because of his ignorance and poverty; by 
organizing, disciplining, and driving laborers to greater 
effort than they will or can put forth when working by 
and for themselves, — capitalistic industry produces a 
surplus, a value in excess of what is paid out in wages. 
The wages paid constitute the capital invested, if we 
regard industry as a whole. The surplus product is 
profit of capital plus land rent. Setting aside rent as 
the differential income of superior land, this surplus, 
as profit of capital, can be stated as a percentual rate 
of the sum paid out as wages. How this rate is divided 
between capitalist and entrepreneur, establishing a 
rate of interest, as distinct from this rate of profit, we 
need not consider at present. It is not a problem 
that presents insuperable difficulties: The crucial 
problem is the rate of profit. 

This theory of profit makes the productive advan- 
tage of the capitalistic process appear as an important 
source of profit and interest, yet cannot properly be 
called a productivity theory. The surplus of product 
left after wages are paid, which constitutes profit, 
while largely due to the technological advantage of 
using capital, can in part be traced to other sources. 
Some of it is due to the knowledge and energy of those 
organizing industry. Some also to all those forces, 
whether operating within or without the sphere of 
capitalism, which keep down the standard of living 
and narrow the economic opportunities of non-capital- 


1 A very satisfactory account of how the rate of interest is established can be found 
in Hadley’s Economics, p. 269 ff. 
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istic labor. Nor does it follow that the entire tech- 
nological advantage will go to capitalist and entre- 
preneur, and that the laborer may never have a share 
in it. Some of the surplus may be used to lure labor 
into the capitalistic system. Some may go to labor 
when a strong union seizing a temporary advantage 
drives a hard bargain. Some goes to skilled labor 
which has been reared within capitalistic districts 
and which outside of capitalistic industries could 
look for no return whatever. 

The title of productivity theory would not fit the 
the views here set forth. Nor would the term ex- 
ploitation theory be any more appropriate, altho it 
is suggested that interest grows out of a portion of the 
product of labor withheld from the laborer. The 
term exploitation carries an ethical connotation which 
it would have been well to keep out of economic theory. 
Whether there is the moral wrong of exploitation at 
the source of capitalistic income is a question outside 
of the scope of economic investigation. It is not 
probable that the purely economic theory of distribu- 
tion can contribute more than a small part of the 
data necessary to a judgment upon the present social 
system as a whole, and of the ethical status of the 
income of capital in particular. We are taking a 
small and inadequate view of the problem raised by 
socialism, if hopes or fears of settling that problem 
give any bias to our thought in the study of the theory 
of interest and profit. It is desirable, therefore, if a 
name must be given to the theory here set forth, to 
find a term without ethical flavor. Such a safe, 
colorless term, one properly applicable, is that of 

2 Loria and Oppenheimer have especially emphasized conditions of land owner- 
ship as the source of capitalistic gain. See a good summary of Loria’s writing by 


Rabbeno in Political Science Quarterly, vol. vii. Of Oppenheimer’s writings see es- 
pecially his Grundeigentum und Sociale Frage, 1898. 
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residual-claimant theory. It is the name which has 
been given to the theory of profit on capital of Ricardo 
and Marx, with which our theory is in substantial 


agreement.! 
V 


Altho it is intended merely to indicate a possible 
theory of profit, leaving amplification and defense 
of the theory suggested for another occasion, it will be 
well to consider briefly three questions suggestive of 
objections to the theory here advanced. (1) What 
is there to prevent excess product due to capital from 
bringing about a fall of values which would extinguish 
profit and interest? (2) What keeps labor from 
demanding and obtaining all that it produces? (3) 
How is the surplus value growing out of a series of 
processes, under the control of different entrepreneurs, 
distributed as a fairly uniform rate to every part of 
the investment made by each entrepreneur, and not 
to the sums paid out as wages alone ? 

To take up the first question: why does not the 
surplus value including profit and interest disappear 
in a fall of prices? How can the profit be kept from 
the “consumer”? There is here suggested the 
objection sometimes made to the productivity theory 
of interest, that it does not show how the capitalist 
can keep his “product of capital’? from lowering 
prices till interest disappears. This apparent diffi- 
culty is by some writers made the occasion for bringing 
in the cost of abstinence as a necessary check upon 
redundancy of capital and capitalistic production. 
The objectors, however, fall into the common error 


1 See Hollander (The Residual Claimant Theory of Distribution, in Quarterly 
Journal of Economics, February, 1903), who applies the name to the theory of Ricardo. 
In the third of a valuable series of articles on ‘ Wertrechnung und Preisrechnung 
im Marxschen System,” in Archiv fir Sozialwissenschaft 1907, Bortkiewicz suggests 
the name “‘ Absugstheorie " for the theory of Ricardo and Marx. 
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of thinking of but one industry at a time. Excess of 
product in one industry might indeed bring about a 
“ruinous” fall in value. A general fall of values, 
however, is impossible. Moreover the objection that 
profit and interest will be surrendered to the “ con- 
sumer ”’ unless product is in some way limited, rests 
on an erroneous conception of the status of the con- 
sumer. When we look at things, not from the point 
of view of a single industry, but of the industrial system 
as a whole, it is obvious that the ‘‘ consumers,” the 
purchasing public, are not a class distinct from the 
“ producers,” nor an independent factor governing 
value. The purchasers or consumers are the capi- 
talists and laborers of the productive process. As 
long as the laborers do not receive the whole sum of 
money and credit possessed by capitalist and entre- 
preneur, as long as the latter retain something for 
themselves, this something added to the purchasing 
power in the hands of the laboring class will keep the 
total of prices of commodities above the total paid 


out as wages. The sum of prices cannot extinguish 
profit of capital by falling to the sum of the outlays 
for wages. As long as the capitalist and employer 
are not obliged to surrender everything to the employee, 
profit and interest will continue. 


But may profit of capital throughout industry as 
a whole be made to disappear by a rise of wages ? 
This is the second objection our theory must meet. 
Why does not labor obtain the entire product? As 
long as the value of the product is in excess of the 
wages paid, would it not be profitable to employ 
additional labor ? Would not this be kept up until, 
in every industry, wages equalled the marginal product, 
leaving only a differential profit on the more produc- 
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tive investments, but no profit or interest at the 
margin? In answer to these objections, it may be 
said that as long as the supply of capital and oppor- 
tunities for employing labor, in such manner as to 
yield an excess over what non-capitalistic labor can 
produce, are not sufficient to employ or have not 
yet employed the world’s entire supply of labor, wages 
can be kept down to a point near the amount which 
non-capitalistic labor can produce and there will be 
consequently a profit for capital in the shape of a 
surplus of product over wages. Because of the po- 
tential competition of non-capitalistic labor, the laborer 
employed in capitalistic industries cannot wrest that 
profit from his employer. 

The conditions under which profit of capital arises 
are shown in the following diagrams. 
e€ 




















Fis. Z Fis. 2. d 


In each figure let cd represent what non-capitalistic 
labor receives as income, and bd (or ac) the world’s 
supply of labor, assuming a uniform grade of labor 
in order to simplify the argument. If labor employed 
by capital weve paid exactly what non-capitalistic 
labor gets, the parallelogram abcd would represent 
the total income of the laborers of the world (not 
the total of wages). Let the curve efg in each figure 
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represent by its distance from the line bd what could 
be produced by capitalistic methods if applied. Dis- 
tances from the line eb represent quantity of labor. 
The shape and elevation of this capitalistic opportunity 
curve, aS we may Call it, is determined by quantity and 
quality of no-rent Iand accessible, by the state of 
knowledge of physical forces, and by the devices for 
controlling and directing labor. 

In Figure I the opportunities of capitalistic industry 
are not sufficient to employ the entire population of 
the world, in Figure II more than sufficient. Whether, 
however, the existing opportunities be fully used or 
not, will depend on the supply of capital. If the 
supply is such that only Af of labor can be employed, 
there will be a surplus of product over what labor is 
paid equal to fi without the slightest possibility of 
labor securing this surplus. 

If the supply of capital is just sufficient to exploit 
all capitalistic opportunities, the results will vary 
according to the shape of the capitalistic opportunity 
curve. Under the conditions given in Figure I, if the 
supply of capital is sufficient to employ ag of labor 
and that amount of labor can be secured, marginal 
product and wages would coincide, leaving no interest 
or profit for capital. But might not profit disappear 
even before ag of labor is employed? Would not 
the marginal product of labor in capitalistic and in non- 
capitalistic occupations become equalized by capital 
drawing in labor from outside until the product under 
employment equalled the wage necessary to attract 
it, while this necessary wage in its turn would be 
increased by the increase of marginal productivity of 
non-capitalistic occupations brought about by the with- 
drawal of labor to capitalistic employment? To 
illustrate this objection by a diagram, Figure III, we 
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may suppose the income of non-capitalistic labor to be 
raised from cd to kd. Then profit would disappear 
when jl, an amount of labor less than ag, was employed. 














This objection assumes a degree of mobility of labor 
which obviously is not to be found. Geographical 
differences of income and wages persist, such as would 
be impossible if perfect mobility and response to eco- 
nomic motives existed everywhere. It is not certain, 
therefore, that capital could attract labor enough to 
carry employment to the point of vanishing profit. 
Moreover, it is highly improbable that capital would 
be invested when returns to capital disappear. It 
appears more likely that the declining rate of profit 
would result either in a vigorous and successful search 
for increased capitalistic opportunity or that capital 
would be consumed in unproductive activities or 
used in speculation. On the other hand, it is doubtful 
whether in the long run the withdrawal of labor from 
non-capitalistic regions can considerably increase mar- 
ginal productivity at those points. Where a class 
lives under conditions of long-established social in- 
feriority and isolation, an increase of income is not 
made permanent by a corresponding rise in the stan- 
dard of living, but forms only the temporary occasion 
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and opportunity for earlier marriages and a higher 
birth rate. There appears to be, therefore, a con- 
siderable number of circumstances that keep the product 
of labor employed by capital above the wage which 
must be paid to that labor. 

The conditions represented by Figure II are in- 
structive, even tho they have not yet been and possibly 
never may be realized. The opportunities for capi- 
talistic enterprise in this case are such as would make 
possible the employment of more than the world’s 
entire supply of labor. Now if the supply of capital 
were sufficient to employ the entire working population 
and employment had proceeded to that point, leaving 
no non-capitalistic labor in the world, gc would be 
the marginal profit provided that labor would still 
be content to receive only cd. But there would be no 
non-capitalistic labor to keep down wages. Entre- 
preneurs, if competing, might drive up wages until 
marginal profit was threatened, but would probably 
see the folly of competition and form employers’ 
agreements. Labor if organized could demand the 
marginal rate of profit and possibly even more. It 
may seem idle speculation to refer to hypothetical 
conditions, never yet realized in human history. But 
the writer has no intention of entering the field of 
prophecy. The hypothetical case is introduced only 
for the purpose of suggesting by contrast the condi- 
tions under which profit of capital exists. It indicates 
that if discovery and invention should ever create 
capitalistic opportunities so great that the quantity 
of labor which might be employed would be in excess 
of the existing amount of labor, and if capitalism 
should ever extend geographically so as to bring all 
the world’s population under its sway, then the system 
of wage-labor and profit on capital, at least as we 
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know it, would come to an end. How profit could 
be kept out of the hands of labor under such circum- 
stances is not apparent. Profit and interest are 
possible because capitalism is geographically limited 
and because neither capitalistic opportunity nor capital 
is sufficient to employ the working population of 
the world. And as against adherents of the abstinence 
theory, who would object that it is reluctance to 
undergo the cost of saving which limits capital and 
makes possible a marginal return, it may be urged 
that what we have called capitalistic opportunity 
is of vastly greater import than the attitude of any 
class toward the exercise of abstinence. When capi- 
talistic opportunity is increased, we can be certain 
that accumulation of capital will follow easily from 
the enhancement of profit. If capital has not yet 
grown so far as to extinguish profit, it is because of 
insufficient capitalistic opportunity. An incomplete 
development of technology, of managerial ability 
and enterprise, and whatever barriers there are to 
the geographical extension of capitalism, have made 
the continuance of profit of capital and interest possible. 
In other words, it is the imperfect development of 
capitalism that makes capitalism possible. 


The third difficulty which must be met by the theory 
here advanced is that suggested by the question as 
to how the surplus product growing out of a series 
of processes under the control of different entrepreneurs 
is distributed as a fairly uniform rate and assigned to 
each entrepreneur’s investment and, moreover, to 
every part of it and not alone to the sum paid out as 
wages. Apparently a rate can be calculated only 
by the summation of the incomes of all the capitalists 
and entrepreneurs and the estimation of this sum as 
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a percentage of the total paid out as wages. But 
how is one to proceed from this rate to a rate assigned 
to every part of the investment, to machinery, buildings, 
as well as to the sums paid as wages? As a matter 
of fact, the rate of total profit is purely theoretical. 
The gain to capital which arises as a surplus of total 
product over the total of wages is a quantity not 
estimated by any one as a percentual rate. It is a 
quantity, however, for which entrepreneurs engage 
in a struggle and out of this struggle arises an average 
rate of profit which coincides with the theoretical 
rate of total profit. 

If the entire process of making any given commodity, 
including the production of all material and instru- 
ments entering into the product, or used up in the 
process, were controlled by one entrepreneur, whether 
an individual, a partnership, or a corporation, it would 
be possible to state total returns above wages as a 
percentual rate upon wages regarded as the investment. 
Usually the process is divided up among different 
entrepreneurs, and among these the return, in excess 
of wages, is divided roughly according to the extent 
of their investment. If the entrepreneurs of the 
earlier stages of the process of production seek unusual 
gains at the expense of those in the later stages, the 
latter can threaten to make themselves independent 
of the former by undertaking to produce for themselves 
the materials and instruments they may need. Or 
they can encourage competitors of a more reasonable 
frame of mind. In like manner the entrepreneurs 
of the earlier stages can defend themselves against 
those of the later. Thus, through bargaining and 
competition, a rate of profit becomes established for 
any given industry. By movements of capital from 
one industry to another, the rate is equalized through- 
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out the industrial system.! This equalized or average 
rate of profit is, of course, only a theoretical approxi- 
mation to actual conditions, a static goal never fully 
attained in this dynamic world. The sums invested 
are given a share in the returns, according to the 
time at which they enter the investment. In other 
words, the rate assigned makes allowance for the 
time element, and is calculated and compounded ac- 
cording to a custom established before modern capi- 
talism itself. 


The solution of the problem of profit of capital 
and interest given above, assumes the existence of 
interest and capitalistic calculation. What the his- 
torical origin of interest may have been, how such 
an income was possible before the modern machinery 
of production, and why it was estimated and com- 
pounded at a time rate, are questions we need not 
seek to answer. The theory aimed at in all of the 
foregoing discussion applies to the modern era alone 
and may, therefore, assume as given such factors as 
have been transmitted from pre-capitalistic times. 
Moreover, the method followed in this study, the 
method of “ theory,” taking its premises from condi- 
tions now open to observation and not from the his- 
torical past, must of necessity submit to such limita- 
tions. It can reveal the forces at work in the present 
and the conditions of their continuance. It can make 
no pretence of throwing light on the whole course of 
the evolution of economic institutions whose birth has 
preceded our historical era. 

G. A. KLEENE. 

Trinity CoLiece, 

Harrrorp, Conn. 


1 Compare Ricardo, Principles, ch. [V, and Marx, Kapital, vol. iii, especially 
ch. X. 








THE FIRST DECADE OF THE SWISS 
FEDERAL RAILWAYS 


SUMMARY 


Discussions of the nationalization of railways in Switzerland, 342. — 
Arguments advanced in favor of nationalization, 343. — Conditions 
of employment on the federal railways, 346.— Organization of the 
management of the federal railways, 347. — Government rate making, 
352. — Improvement of the service, 354. — Financial results of govern- 
ment ownership, 356. 


“In Switzerland, where the government has sought 
to please all the people by lowering rates, increasing 
facilities, and raising wages, the railways which were 
doing well under corporate management show a deficit 
after ten’ years of governmental administration ’’; 


and “have become a drain upon the tax-payers.” 
So writes Mr. Logan G. McPherson in his recent book 
on Transportation in Europe (pp. 200, 172). Mr. 
Carl S. Vrooman, on the other hand, in his equally 
recent book on American Railway Problems in the 
Light of European Experience (p. 166), declares that 
“during the short period of eight years of actual 
government management considerable real and sub- 
stantial progress has been made. Rates have been 
lowered, wages raised, hours of labor shortened, the 
service improved, and at the end of sixty years or 
thereabouts, the people will be the proprietors of 
their railways, which actually will have paid for them- 
selves out of profits.” The conclusions reached by 
these two writers are noteworthy. Both are trained 


investigators, and both are conscious of their responsi- 
341 
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bility to the public for the reliability of their facts 
and the reasonableness of their conclusions. In the 
face of such a clash of opinion an independent exam- 
ination of the evidence seems in order.' 

The law for the repurchase of the steam railways 
of Switzerland by the federal government was passed 
by the Federal Assembly October 15, 1897, and 
accepted by the people February 20, 1898, by a vote 
of more than two to one (386,634 to 182,718). There 
were then five main lines of steam railway in Switzer- 
land, the Central, the North-Eastern, the United 
Swiss, the Jura-Simplon, and the St. Gothard. The 
negotiations for the completion of the purchases 
were protracted by the refusal of the companies to 
accept the terms originally offered by the federal 
government. The dispute was carried into the courts, 
and finally determined by two decisions of the Federal 
Court, January 18-21, 1899, and July 18-19, 1899. 
The next two years were devoted to concluding the 
arrangements with the companies, and to perfecting 
the organization of the federal railway administration. 
The Generaldirektion of the federal railways met for 
the first time on July 1, 1901, when it took over the 
duties of the board of directors of the Central railway. 
It assumed the active management of the Central 
and North-Eastern lines on January 1, 1902, of the 
United Swiss on July 1 of the same year, of the Jura- 
Simplon on May 1, 1903, and of the St. Gothard on 

1 Public Documents relating to the Swiss Federal Railways are: — 


1. Bericht des eidgendssischen Eisenbahndepartements iiber seine Geschaftsfihrung 
im Jahre — (annual). 

2. Bericht und Antrag des Verwaltungsrates der schweizerischen Bundesbahnen 
an den schweizerischen Bundesrat betreffend das Budget der schweizerischen Bundes- 
bahnen fiir -, zu Handen der Bundesversammlung (annual). 

3. Bericht der Generaldirektion der schweizerischen Bundesbahnen iber die 
Geschiéftsfihrung und die Rechnungen des Jahres — an den schweizerischen Bundesrat 
su Hianden der Bundesversammlung (annual). 

4. Statistische Tabellen. Beilage sum Bericht der Generaldirektion (annual). 

5. Rechnungen fir das Jahr - (annual). 
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May 1, 1909. The beginning of Swiss federal railway 
management may therefore be dated from July 1, 1901, 
altho the government was not in a position to put 
its policies into general effect until two years later.' 

From the beginning the Swiss experiment in govern- 
ment ownership and operation of railways has interested 
the students of the railway problem. The early 
discussions of the nationalization of the Swiss railways 
shed little light. however, on the general issue of 
public ownership. Writers on the subject could do 
little more than speculate upon the success or failure 
of the federal railways, or narrate the events comprising 
the process of nationalization with varying sympathies 
according to their respective temperaments.? As the 
first decade of the Swiss federal railways approaches 
completion, the evidence bearing upon the record of 
governmental management becomes more instructive. 

Probably the fairest procedure for determining 
the measure of success obtained by the Swiss govern- 


ment in the railway business is to ascertain first what 
it aimed to accomplish. The arguments advanced 
by the Federal Council in advocacy of public ownership 
were as follows.’ 1. The desirability of consolidat- 
ing the independent railway lines of Switzerland in 


1 The best accounts of the events leading up to repurchase, of the popular discussion 
of the proposal to repurchase, and of the negotiations with the companies and the 
inauguzation of governmental management, respectively, are: G. Keller, Der Staate- 
bahngedanke bei den verschiedenen Vélkern, Bern, 1897; H. Micheli, Le Rachat des 
chemins de fer en Suisse, Circulaire du Musée social, No. 18, le 25 mai, 1806 (trane- 
lated by J. Cummings and published in American E A ti 
vol, iii, pp. 349-420, 1898); and P. Weissenbach, Die Durchfiihrung der Verstaat- 
lichung in der Schweiz, Archiv fir Eisenbahnwesen, vol. xxvii (1904), pp. 1259-1327, 
and vol. xxviii (1905), pp. 105-156. 





* Cf., e.g., Henri Haguet, Le Rachat des chemins de fer suisses et ses consequences, 
Paris, 1902; and Edgard Milhaud, Le Rachat des chemins de fer, Paris, 1904. 


* Botschaft des Bundesrates an die Bundesversammung betreffend den Riickkauf 
der Eisenbahnen vom 25. Mars, 1897. This message constituted the platform and 
campaign handbook of the advocates of public ownership prior to the referendum 
election in February, 1898. 
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order (a) to save the expenses of the superfluous com- 
pany and general managers’ offices, (6) to secure the 
advantages of monopoly and organization on a larger 
scale in equipment and maintenance of way, and in 
operation and the security of traffic, and (c) to improve 
the local service by the more generous employment 
of the profits on the profitable portions of the business 
for the extension of the service into less profitable 
places. 2. The reduction of fixed charges by the 
substitution of the credit of the government for that 
of the private companies. 3. The application of 
net profits to the amortization of capital until the 
entire railway system should be owned clear of debt, 
thus eventually making possible a great reduction 
of rates (France, Germany, and Austria, it was believed, 
would be in a similar position by the middle of the 
twentieth century). 4. The abolition of discrimina- 
tions of all kinds, and the establishment of uniform 
and just rates (the message intimated that the lowest 
rates for each class of traffic then in force on any 
private road would be extended to all the roads to be 
acquired by the federal government). 5. The more 
effective representation of the interests of shippers 
and of the travelling public as opposed to the interests 
of stockholders in railway management. 6. The im- 
provement of the conditions of employment of the 
employees (a) by standardizing the various wage 
scales and labor regulations (the Federal Council 
intimated that the highest wage scales in force on any 
of the roads to be acquired would be extended to all 
the roads to be acquired), (b) by better enforcement 
of federal labor legislation than was possible while 
the lines were under private management, and (c) by 
maintaining superannuation and other benefit funds 
on a sound and liberal basis. 7. The elimination of 
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foreign influence from the management of Swiss rail- 
ways (apparently in at least three of the leading roads 
foreign stockholders then held a controlling interest, 
and such control, in the opinion of the Federal Council, 
was politically dangerous). 

The message of the Federal Council was tinged 
with a strain of sentiment. There was some appeal 
to the national pride, which ought to insist upon the 
popular management of those affairs which are of 
prime importance to the safety and well-being of the 
commonwealth, and to the national prejudice, which 
ought not to tolerate the threatened control of Swiss 
domestic commerce by aliens. But in the main the 
Federal Council founded its case upon sober calcula- 
tions of lower rates and additional facilities for shippers 
and travelling public, of improved conditions for rail- 
way employees, and of better management generally. 
The arguments of the Federal Council were tersely 
summed up by a sympathetic American writer.! “ The 
nationalization of the Swiss railroads,’ he writes, 
“ was inevitable, a natural fruit of the spirit of democ- 
racy” ; but the “ direct efficient cause’’ was “ busi- 
ness opportunism.” 

Let us now consider the results of this policy of 
“business opportunism.” In the first place, the 
political dangers of the alien control of Swiss domestic 
transportation, whatever they may have been, were 
definitively removed. So much nationalization ac- 
complished. Much of the purchase money, to be sure, 
was borrowed abroad on the credit of the government, 
but foreign bondholders and foreign stockholders 
are not of the same genus. The Swiss people by the 
nationalization of their railways not only assumed the 
responsibility but obtained the power to manage 


1 H, D. Lloyd, A Sovereign People, p. 171. 
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them in the interests of Swiss sh’ppers, travellers, 
and railway workers. After nationalization, there 
could be no danger of the exploitation of the Swiss 
people as a whole. The only possible danger would 
be that of the exploitation of one class of the people 
by another. The general public in its political capac- 
ity might exploit the railway workers by denying 
them just compensation and conditions of employ- 
ment; conversely, the railway workers, by gaining 
an improper influence over the government of the day, 
might exploit the general public by obtaining excessive 
wages at the cost of reasonable rates of transportation. 
In fact the relations between the state employer 
and the railway workers have been singularly har- 
monious and free from friction. The workers have 
never struck, nor even threatened to strike. The 
government, on the other hand, has always main- 
tained its authority, and, while treating its employees 
with liberality, has never given them more than could 
be publicly shown to be their due. 

The conditions of employment on the federal railways 
were regulated by the laws of June 29, 1900, and 
December 19, 1902. The various grades of employees 
were classified, and maximum and minimum rates 
of pay were prescribed for each class. The highest 
rates paid on any of the private roads were adopted 
as the minimum rates for the corresponding classes 
of the federal service. The new rates went into effect 
May 1, 1903, and each third year thereafter the pay 
of every employee who had served through the pre- 
ceding three years was to be increased by three hundred 
francs until the maximum for the class should be 
reached. An eleven-hour day was established (which 
is less than the usual Continental European working- 
day), with the further provision that every train- 
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crew should have at least ten hours of unbroken rest 
in each twenty-four, and all other employees at least 
nine hours. More liberal provision than had previously 
been the rule was made for a weekly day of rest and 
for annual vacations. The common laborers shared 
in the improved conditions of employment, but the 
most highly paid administrative officers suffered, 
since in view of the salaries paid to other officers in 
the service of the federal government, it was not 
possible to continue the fancy salaries sometimes 
paid by the private companies to favored officials. 
These changes, the improved conditions of employment 
even more than the higher wages, tended to increase 
the operating expenses of the federal railways; but 
they had been practically promised in advance, and 
their probable cost had been reckoned with by the 
advocates of nationalization." 

The labor policy of the Swiss railway management 
is revealed by the conduct of the employees when 
the pressure of the recent increase in the cost of living 
began to be felt. The standard wage scale was es- 
tablished upon the basis of the general level of prices 
and wages in 1899. Since then the rise in the general 
level of prices has been world-wide. According to 
Calwer’s index number, which most adequately por- 
trays the monetary situation in Switzerland, the 
rise in the cost of living from 1899 to 1907 amounted 
to 17} per cent. The highest rates of wages in effect 
upon the private railways (which were the basis of the 
governmental rates) had been established in 1896 
and the rise in the cost of living since then amounted 
to over 27 per cent. The men began to complain, 
respectfully, but during 1906 with increasing vigor. 


1 Cf. Botschaft des Bundesrates an die Bundesversammlung betreffend die Arbeits- 
verhiltnisse der Bundesbahnen vom 1. December, 1899. 




















































a rc ne 







348 QUARTERLY JOURNAL OF ECONOMICS 





The government, when confronted by the men with 
family budgets and other pertinent evidence of the 
fall in real wages, recognized the justice of their claims, 
but wished to postpone the revision of their wages 
until a general act could be prepared that would 
apply to all federal employees. In December, 1906, 
the Union of Postal, Telegraph, and Customs Officials, 
the Union of Swiss Transportation Laborers, and the 
Union of Swiss Transportation Officials simultane- 
ously petitioned the Federal Assembly for a special 
supplement to their regular wage during the year 
sufficient to compensate them for the increase in the 
cost of living. The Federal Council ultimately rec- 
ommended that each married employee and each 
unmarried employee with persons dependent upon 
him for support, earning less than 4000 francs a year, 
should receive a supplement to his annual earnings 
of 100 francs; and that all other employees earning 
less than 4000 francs should receive 50 francs. The 
Federal Council took pains in its message to the As- 
sembly to remark on the courteous tone of the em- 
ployees’ petitions and the reasonableness of their 
request. The payment of this “ high-prices-incre- 
ment ” was repeated in 1907 and 1908. In 1909 the 
scope of the extra payment was extended, and finally 
a law of June 23, 1910, revised the classification of 
railway employees and established a general and 
permanent increase of wages.’ 

This incident in itself is not perhaps of great im- 
portance, but it illustrates the good understanding 
that prevails between the railway management and 


1 Botschaft des Bundesrates an die Bundesversammlung betreffend die Bewilligung 
eines Spezialkredites behufs Ausrichtung von Teuerungszulagen fiir das Jahr 1906 an 
die eidg. Beamten und Angestellten vom 2. April, 1907. 


2 Botschaft des Bundesrates an die Bundesversammung betreffend die Besoldung 
der Beamten und Angestellten der schweiz. Bundesbahnen vom 25. October, 1909. 
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its employees. The influence which the latter exert 
in order to bring about an improvement of their condi- 
tions of employment has no unhealthy effect upon 
Swiss politics. It is not so strong as to subordinate 
the good of the service to their private advantage, 
and yet strong enough to secure the prompt recogni- 
tion of their just claims. Nor has governmental 
management brought with it an extravagant over- 
manning of the roads. The rate of increase in the 
number of employees on the federal railways up to 
the end of 1908 was less than the increase during the 
same period on the St. Gothard, which remained 
under private management until the following year, 
altho the rate of development of traffic was greater 
on the federal lines than on the St. Gothard. The 
total number of employees at the end of 1909 was 
34,575, and there is absolutely no evidence of “ poli- 
tics’ in the management. Suitable provision is made 
for insurance against sickness and accident, pensions 
are provided in the event of chronic infirmity or old 
age, and the organization of labor is provided for by 
the management itself. Thus public ownership has 
brought with it the adoption of methods that recognize 
the mutuality and solidarity of labor, and convert the 
craving for combination and mutual support, so charac- 
teristic of modern wage-earners, into a productive asset. 

The management of the Swiss federal railways was 
organized expressly with a view to enabling represen- 
tatives of Swiss shippers and the travelling public to 
participate in the conduct of affairs. The plan of this 
organization was worked out in advance of nation- 
alization, and set forth in the mess3age of the Federal 
Council of March 25, 1897.1 The popularity of the 


1 The law of October 15, 1897, regulating the organization of the administration 
of the Swiss federal railways, is translated and reprinted in full in Vrooman, American 
Railway Problems, appendix 4. See also, W. Exner, Studien tiber die Verwaltung des 
Eisenbahnwesens mitteleuropiischer Staaten, Vienna, 1906, pp. 43-61. 
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plan was undoubtedly one of the leading factors in 
the victory of the policy of public ownership. It 
was desired that the administrative organization 
should be made independent of political influence 
and yet that it should be so closely connected with 
the government that there would be no danger of its 
becoming a state within a state, a body that might 
come into conflict with the government itself. Hence 
the administration of the federal railways forms a 
separate division of the federal administration, and 
the finances of the railways are entirely disconnected 
from the finances of the Confederacy. The supreme 
railway authority is the Federal Assembly, which has 
cognizance of the following matters: the ratification 
of plans for the construction and acquisition of new 
railways, and of loan operations and plans of amortiza- 
tion, the sanctioning of the classification of employees 
and of the fixing of schedules of wages, and the ap- 
proval of the annual budgets, and of the annual ac- 
counts and reports of operations The general control 
of the management is entrusted to the Federal Council, 
which prepares all business requiring definitive action 
on the part of the Federal Assembly, executes the 
policies of the Assembly, and appoints the members 
of the Generaldirektion, and of the district directories, 
and the government members of the federal adminis- 
trative council and of the district administrative 
councils. The general directory has charge of the 
employees and the actual operation, and prepares 
plans and reports for submission to the administra- 
tive council. The administrative council scrutinizes 
the accounts, examines the annual statements, and 
approves the draft of the railway budget. It has 
charge of the freight and passenger tariffs and classi- 
. fications, approves the general plan of train schedules, 














THE SWISS FEDERAL RAILWAYS 351 


adjusts the relations with other lines, regulates com- 
petitive traffic, and renders final decision in regard 
to construction and additions, both of plant and of 
equipment. Under these are the district directories 
and administrative councils for the five districts 
into which the federal railways are divided. 

The feature in the plan of organization to which 
it has owed much of its popularity among shippers 
and the general public is the administrative council. 
This is composed of fifty-five members, twenty-five 
of whom are chosen by the Federal Council, a like 
number by the cantons and half-cantons, and five 
by the district councils. The latter in practice are 
usually the presidents of the five district councils. 
The others are chosen with due regard to the interests 
of agriculture, industry, and commerce, respectively, 
for terms of three years. The Federal Council pro- 
ceeds to the election of its quota only after the cantonal 
and district council elections have been made, and not 
more than nine of the twenty-five federal appointees 
may be members of either branch of the Federal 
Assembly. The district councils consist of fifteen 
to twenty members, four of whom are chosen by 
the Federal Council, and the others by the cantons 
within the district, with due regard to the representa- 
tion of the various economic interests. The members 
receive annual passes and a per diem for their actual 
time devoted to the public service. This system 
of councils was probably suggested by the analogous 
railway councils, created by von Maybach for the 
Prussian state railways, which have worked so well 
in Germany.' The district councils meet quarterly, the 
administrative council monthly. The record of busi- 


1 Cf. A. N. Holcombe: Public Ownership of Telephones on the Continent of Europe, 
ch. 3. 
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ness transacted by the councils is published every 
year. Thus thoro publicity is combined with the rep- 
resentation of the interests of shippers and the public 
in such a way as to lead the patrons of the railways 
to feel that those who pay the rates have a share in 
the responsibility for their making, and that those 
who use the railway facilities have a voice in their 
creation. Neither fiscal exploitation on the part 
of the federal government, nor personal or local dis- 
crimination in favor of privileged interests, can well 
occur under such a system of management. The 
security for reasonable rates, in the sense of rates 
calculated to promote public rather than private 
interests, seems better than under any possible system 
of private management. At any rate this mode of 
organization has given uninterrupted satisfaction to 
the Swiss people. 

As soon as the government had gained control of 
a sufficient number of lines it proceeded to fulfil its 
pledges with regard to rates.'_ The principles of the 
revision of rates were laid down in a message of the 
Federal Council to the Federal Assembly of November 
17, 1899. The fundamental principles of the revision 
were the standardization of the various schedules 
in effect on the private roads, full publicity of rates, 
ample notice of changes, and the codperation of ship- 
pers and railway management in the making of rates. 
With the latter object in view, the federal railway 
department sent out copies of the preliminary draft 
of the revised schedules to the various shippers’ asso- 
ciations, — the Swiss Handels- und Industrieverein, the 
Swiss Gewerbeverein, the Swiss Bauernverband, and 
the Swiss Zisenbahnverband. All these associations 
cordially responded to the railway department’s in- 


1 Law of June 27, 1901. 
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vitation to hand in their criticisms of the proposed 
schedules. The schedules were finally considered 
by the Federal Assembly, and enacted to go into 
effect May 1, 1903, on the four main lines then in the 
hands of the government. The law provided an 
elastic process of rate making for service in the future. 
Increases or cancellations of rates require three months’ 
advance notice, but the period may be shortened, 
if material reductions accompany increases of rates, 
or if international through rates are increased on the 
external portion of the route only. Reductions of 
passenger rates must remain in effect at least three 
months, and of freight rates at least one year, but 
reductions may be granted for shorter periods if the 
period is stipulated in advance. These restrictions 
do not apply to excursion rates. Thus the public 
enjoys complete security against unfair discrimina- 
tion (for there have never been any charges of secret 
rebating or criminal collusion between railway officials 
and favored shippers) without unduly restricting the 
power of the federal railways to adapt their charges 
to special conditions. 

The government has retained the system of three 
classes of passenger service. The third class, however, 
and under certain circumstances even the second, 
may be omitted from express trains, and the first 
class, and under certain circumstances, even the 
second, may be omitted from accomodation trains. 
In fact, these omissions are freely made, and the 
Swiss three-class system works out in much the same 
way as the American system of Pullman and tourist 
cars, and day coaches. The schedule of passenger 
rates adopted for the federal lines was the lowest in 
effect at the period of repurchase on any of the private 
lines. The railway traffic and general economic 
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conditions are so different in Switzerland and in the 
United States that a comparison of passenger rates 
is fruitless, and the same statement is true of freight 
rates. The classification of freight is relatively simple. 
Provision is made for the special classification of 
raw materials used in agriculture, and of some other 
commodities. Special rates may be made out of 
consideration for foreign competition, in order to 
secure equally favorable treatment for domestic ship- 
pers on foreign railways, and to secure transit traffic 
from competing lines, provided that domestic shippers 
are not injured thereby. In times of public distress 
the Federal Council may make special rates on food- 
stuffs and live-stock. The various freight rate tariffs 
charged by the private companies were not withdrawn 
until the new standard rates could be properly ad- 
justed, and it was not until July 1, 1904, that the 
new rates were put into effect. Thus the pledges of 
the Federal Council relating to rates, contained in 
the message of 1897, advocating public ownership, 
were carried out to the letter, and in view of all the 
circumstances the period that elapsed was not unduly 
prolonged. 

The law of July 27, 1901, not only established a 
satisfactory system of rate making, but also provided 
for the redemption of the pledges for improved service. 
The number and speed of trains and the supply of 
rolling-stock has been increased, terminal facilities 
have been improved, and ways more solidly main- 
tained. The reports of the chambers of commerce 
of Swiss cities and of other bodies authorized to speak 
in the name of the economic interests of the country 
are full enough of specific criticisms of the service 
and suggestions for its improvement, but there is no 
disposition to disparage the capacity of the railway 
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administration or to condemn its conduct of affairs. 
There has never been any dispute among the critics 
of the Swiss federal railways over the adequacy and 
efficiency of the service, nor is there any between the 
two writers mentioned at the beginning of this article. 
Mr. Vrooman states that “ rates have been lowered, 
wages raised, hours of labor shortened, the service 
improved,” and Mr. McPherson does not contradict 
this statement. The difference of opinion is as to who 
is paying the bills. One writer says the railways 
are more than paying their way; the other, that 
they are a drain on the tax-payers. The unsettled 
question in the matter of the Swiss federal railways 
is that of their financial standing. 

The popular majority which sanctioned the pro- 
gram of public ownership in 1898 had not expected to 
make of the federal railways a fiscal monopoly. The 
earning of a large revenue for the government was not 
among the advantages of nationalization urged by the 
Federal Council in its message of 1897. The latter had 
declared, on the contrary, in favor of the application 
of net earnings to the amortization of the railway loans. 
The Swiss regarded the funded debt in the light of a 
mortgage upon their railway property, and deter- 
mined to own their property clear of such charges 
before diverting net earnings to the federal treasury. 
The Federal Council’s purpose in advocating the 
ultimate extinction of interest charges was to facilitate 
an eventual reduction of rates rather than to secure 
a fresh source of public revenue. The period of sixty 
years was selected as that in which the funded debt 
should be amortized. The annual payments necessary 
to effect such amortization were accordingly computed, 
and are made a fixed charge in each annual railway 
budget. The policy of the railway management 
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was understood from the beginning to be to earn no 
more profit than should be necessary to meet these 
amortization charges, remitting surplus earnings to 
the public in the form of better service or lower rates 
rather than in that of cash contributions to the federal 
treasury. There has not yet been any connection 
between the railway profit and loss account and the 
general federal revenues. 

The item of net earnings in a federal railway state- 
ment is accordingly not comparable with a similar 
item or with anything in an American railway state- 
ment. It actually represents the surplus profits over 
and above the interest charges (averaging about 34 per 
cent) on the entire funded debt and the amortization 
charges on the same. The latter, which in substance 
are a kind of deferred profit, and would ordinarily 
be classified under the head of profits, amounted 
to 4.3 million francs in 1903, and were estimated at 
slightly over 8 millions in the budget for 1911. The 
sum of interest and amortization charges represents 
not much over 4 per cent upon the funded debt, and 
is much less than the interest and dividend charges 
upon any profitable American road. In other words, 
the cost of the capital devoted to the use of the shipping 
and travelling public by the Swiss government is ma- 
terially less than the cost of the capital devoted to the 
use of the American public by American railways. 
Other things being equal, the cost of service on the 
Swiss railways must be less than if private enterprise 
were employed to render the same service. Hence it 
would appear not impossible that the Swiss govern- 
ment might reduce rates, raise wages, shorten the 
hours of labor, and improve the service, as it has done, 
and still make both ends meet. Under the peculiar 
Swiss conditions, then, the test of financial success is 
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the proximity of the profit and loss item in the accounts 
to zero. 

There has been a wide-spread impression in recent 
years, both in Switzerland and elsewhere, that the 
federal railways have proved a financial failure.' This 
impression is founded largely upon the annual official 
budgets. Each year sinve the revised rates of wages 
and passenger and freight tariffs were put into effect, 
the railway management itself has estimated that the 
next year would close with a deficit. Thus in a sense 
it is true that the federal railways year after year 
have been having to face deficits. These deficits, 
however, have been more apparent than real. The 
actual financial results have regularly been more 
favorable than the budgetary estimates with the 
single exception of the year 1908, and the federal 
railways have regularly earned a surplus over and 
above the amounts required for the interest and amor- 
tization charges except in the two years 1908 and 1909. 
This is indicated by the following table, computed 
from the official reports, showing in parallel columns 
the estimated deficits and the actual results. 


Profit (+) or loss (—) Profit (++) or loss (—) 
as estimated in budget actually resulting 


+4,422,420 
+1,030,682 
+ 60,735 
+ 651,734 
42,548,523 
+ 429,812 
— 5,823,166 
— 4,091,020 
— 9,125,000 +7,948,758 


Some of these figures are not the same as the corre- 
sponding figures in the official budgets and reports. 


1 Cf. P. Favarger, La Situation des chemins de fer fédéraux en Suisse. Journal 
des Economistes, Décembre, 1910. 
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The official budgets do not include with the regular 
estimates for the year any estimate of the so-called 
“ high-prices-increments”’ paid since 1906 to the 
railway employees. Beginning with 1907, I have 
included such an estimate, based on the sum actually 
so paid in the preceding year. The official reports 
often carry over surpluses or deficits into the accounts 
of the ensuing year, where they serve to conceal the 
true result of that year’s operations. Thus the report 
for 1910 states the result of the year’s operations 
to be a deficit of 1,535,616 francs, whereas in fact the 
result was to diminish the accumulated deficits of 
the two preceding years by the amount shown in the 
table, that is, the largest surplus in the history of the 
federal railways. Taking the results of the entire 
operations up to the end of the decade, the surpluses 
exceed the deficits. Since, however, a portion of the 
earlier surpluses were employed for extraordinary 
amortizations, the official balance sheet at the end 
of 1910 showed a net deficit of one and a half million 
francs on the eight years’ operations, or a little more 
than one-tenth of one per cent of the present funded 
debt of the federal railways. The amortization charges 
for a single year, which are a species of profit, would 
wipe out this deficit several times over. Since all 
interest and amortization charges have regularly 
been paid, this nominal deficit may be disregarded. 
Indeed it should have been wiped out by the results 
of the first quarter’s operations in 1911. So near 
an approach to the ideal zero of surplus profits must 
be considered a sufficient disproof of the charge of 
financial failure. 

The important concern is whether this state of 
equilibrium between income and outgo is likely to be 
permanent. We must therefore inquire into the 
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causes of the series of unfavorable budgets prepared 
by the railway management and of the two deficits 
actually incurred. 

The reduction of rates, improvement of service, 
and increase of wages, as pledged by the Federal 
Council in its message of 1897, had for their immediate 
effect, as had been anticipated, a more rapid increase 
of operating expenses than of traffic receipts. But 
the advocates of nationalization had contended that 
this increase would be met out of savings in other 
directions, especially in the lowering of the cost of 
capital and in the more economical management of 
the railways as a consolidated monopolistic system. 
Hence, unless the advocates of the policy of ‘‘ business 
opportunism ” were mistaken in their calculations, 
the causes of the unfavorable budgets must lie else- 
where. 

The explanation seems to be simply that the Federal 
Council had calculated very closely, when it outlined 
the advantages of nationalization, and abnormal 
economic conditions could easily disturb the balance 
of income and outgo. In 1902-03, when the transfer 
of the four leading private lines was made, Europe 
generally was suffering from an acute commercial 
depression. The receipts had already shown a tendency 
to fall off before the transfers were made. The new 
governmental management found that the private 
systems had been allowed to run down during the 
preceding period of uncertainty more than had been 
anticipated. Maintenance and renewal requirements 
were accordingly abnormally heavy, and the immediate 
outlook for an increase of traffic, despite the promised 
reduction of rates, was not bright. Hence the unfav- 
orable budgetary estimates for the years 1904-06. 
The commercial depression, however, proved to be 
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only temporary; traffic, both passenger and freight, 
increased with unexpected rapidity; and in 1906 
an anticipated deficit of nearly five million frances 
was converted into a surplus of over two and one- 
half millions. The effect was to stimulate an ac- 
celerated increase of expenditures. This is reflected 
in the budgetary estimates of new construction and 
equipment to be charged to capital account, as well 
as in the account of operating expenses. The railway 
management understood the situation perfectly. Writ- 
ing in 1906, they stated that ‘‘ thanks to the develop- 
ment of the passenger and freight traffic, we may 
hope that in 1906 as in the preceding year operations 
will be concluded without a deficit, contrary to the 
anticipations of our budget. If the development 
of the traffic continues and our anticipations of increased 
receipts are accordingly realized, the same result 
will occur in 1907. But it ought not to be overlooked 
that the continual increase of expenditures cannot be 
further held in check, so that any business depression 
will inevitably upset the balance of our accounts.” ! 

The unwelcome business depression came at the 
end of the following year, the year of the American 
panic. The operating receipts of the Swiss federal 
railways were less in 1908 than in 1907, altho expendi- 
tures were materially greater. The situation was 
made more acute by the grant of the “ high-prices- 
increments” to the employees. In fact, not only the 
cost of labor, but that of many other railway supplies 
had gone up approximately twenty-five per cent 
in the last ten years. The St. Gothard, the only 
important Swiss railway at that time still under private 
management, suffered as severely as did the federal 
railways. The federal railway management cut down 


1 Bericht und Antrag vom 28. September, 1906, p. 51. 
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expenses in every legitimate way, suppressing super- 
flous trains, and reducing its working force as much 
as possible without impairing the efficiency of the 
service. Yet the policy begun in 1906 of voluntarily 
adding a supplement to the wages of all employees, 
in order to enable them to maintain a reasonable 
standard of comfort in the face of an ever-increasing 
cost of living, was courageously maintained. Had 
these payments been discontinued, the federal railways 
might have passed through the crisis without any 
deficit, but such a backward step was not suggested. 
The management was told by its critics that it could 
not restore the equilibrium of its budget without a 
radical increase of rates, but no such increase was 
sanctioned. The management adhered to its policy 
of retrenchment, and relied upon the return of pros- 
perity to revive the surplus. 

The vigor of the policy of retrenchment is revealed 
in the budgetary estimates of capital expenditures 
for fresh construction during this period. These 
amounted to 39.7 millions of francs for 1906, to 42.6 
millions for 1907, to 49.5 for 1908, 34.6 for 1909, 31.1 
for 1910, and 30.7 for 1911. The operating ratio, 
which was 61.1 per cent in 1902 and 65.5 per cent 
in 1903, had risen to 72.8 per cent in 1908. It was 
reduced by 1910 to the same figure as in 1903. In 
the official report for 1910 (p. 56), the management 
was able to point to the complete success of its finan- 
cial policy. The second decade of the Swiss federal 
railways begins auspiciously with an estimated sur- 
plus, the first budgetary surplus since the government’s 
railway policies have been in effect.1 The truth is 
that the Swiss federal railway management is to be 
highly commended for its energetic and sagacious 


1 Bericht und Antrag fir 1911, p. 48. Ibid. fir 1912, p. 50. 
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handling of a difficult situation. In any undertaking 
in which the margin of profit is calculated so closely 
as in the Swiss federal railways, abnormal conditions 
may temporarily produce abnormal profits or losses; 
but over longer periods of time these should offset 
one another. There is no reason why the equilibrium 
between income and outgo should not be permanent. 
Our examination of the financial history of the Swiss 
federal railways leads us to certain definite conclusions. 
Mr. McPherson’s statement that the railways have 
become a drain upon the tax-payers is not supported 
by the evidence. For Mr. Vrooman’s prediction, 
on the other hand, that the existing railways will have 
paid for themselves out of profits in about sixty years, 
there is substantial foundation in the record of govern- 
mental management. Without venturing, however, 
to predict, we may observe that the Swiss federal 
railways have already reduced rates, improved the 
service, raised wages, and made a profit. In short, 
the evidence of the first decade of the Swiss federal 
railways is that the policy of “‘ business opportunism ” 

is justifying itself. 
A. N. Hoicomse. 
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TENANCY IN THE WESTERN STATES! 


SUMMARY 


Characteristics of the Western States, 364.— Low percentage of 
tenancy and low price of land, 365.— Decline in tenancy since 1900, 367. 
Percentage of tenancy greatest for farms of medium price, used for 
grain farming, 369. — Very low percentage of tenancy on fruit farms, 
370. — Changes in tenancy in the West since 1880, 372.—In the 
United States at large a slow but certain increase of tenancy, 373. — 
Yet there is no tenant class; tenancy is a step toward ownership, 374. 
The relation between tenants and owners needs to be improved, 375. 


The Western division of states, or in terms of the 
census of 1910, the Mountain and Pacific divisions 
combined, comprise twelve states, occupying the 
Rocky Mountain region and extending westward to 
the Pacific Ocean. In area these states are large, 
being equal to two-fifths of the land surface of the 
United States. From the standpoint of agriculture, 
however, they do not fill so important a place. Within 
this vast extent of territory are found but one-seven- 
teenth of the whole number of farms of the United 
States, one-eighth of the acres of farm land, and one- 
ninth of the total value of farm land and buildings. 
In comparison with the North Central States there 
are but one-fifth as many farms, three-tenths as many 
acres of farm land, and less than one-fifth as great a 
value of farm land and buildings. 

As to their products, the western states make a good 
showing, whether in proportion to the number of 


1 The preceding articles are: ‘ Tenancy in the North Central States,” in this 
Journal for August, 1911: “ Tenancy in the North Atlantic States,” ibid., November, 
1911. 
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farms or to the acres of farm land. Of wheat these 
states, with 9.1 per cent of the total acreage, report 
13 per cent of the total product. Of barley they 
report 23 per cent of the acreage and 27 per cent of 
the product. In the acreage of oats they report 5.5 
per cent of the total, and in the proportion of bushels 
produced, 6.8 per cent. A showing no less good is 
made in respect to hay and forage, the division re- 
porting one-eighth of the acreage, and one-sixth of 
the yield of this crop. A still better showing is made 
in fruit production, altho comparisons with other 
divisions are not altogether easy to make. Of the 
total number of cattle of the country these states 
contribute about 15 per cent, and of the sheep, 59 
per cent. 

It is thus apparent that the western states are 
characterized by a low average price of land, accom- 
panying which one finds, so far as the main extent of 
acreage is concerned, the live stock and the grain- 
growing industries. There are, however, a great 
number of instances of agriculture as highly specialized 
as is to be found anywhere in the United States. This, 
for the most part, is devoted to fruit and vegetable 
farming. Where the general and the specialized 
farming is within the same county it is not a simple 
matter to trace the characteristics of each as regards 
tenure. However, in a considerable number of in- 
stances the types of farming are fairly separated, 
making the case an easier one. 

Another prominent characteristic of the western 
country is its newness. Of the acreage of farm land 
added to the total within the United States during 
the past decade, nearly half was within this division of 
states. More homesteads have been taken during 
the past decade than for any other since the passage 
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of the Homestead Act. During the same time a few 
thousand Carey Act entries have been made, and in 
addition, large numbers of farms have been granted 
under the various other acts in vogue. Within the 
past seven years entries of public land in the western 
states have equalled in extent the entire state of New 
Mexico. Nearly all of the farms recently acquired 
from the government are counted as owned farms 
and so tend to reduce the proportion of rented farms 
within the states in which they are located. 

Of the 373,000 farms in the Western division in 
1910, 52,000, or 14.1 per cent were in the hands of 
tenants. This is a smaller percentage than for any 
of the geographic divisions of states except New 
England, and less than two-fifths that for the United 
States as a whole. Moreover, the price of land is 
lower in the western states than in any other division 
of northern states outside of New England. Taking 
the northern and western states by divisions, as 
now recognized by the Census Bureau, the relation 
of tenancy to value of land may be viewed in the 
large. It would hardly be instructive to include in 
this comparison the southern states, since the tenant 
question is there so essentially different from that of 
the North. 


Vatun oF LAND AND PR cent oF TENANCY 








Value Per cent Rank 
per acre of tenancy in value in tenancy 





East North Central . . . | $61.32 27.0 1 2 
TEER sper seo 43.76 17.2 2 4 
West North Central. . . 43.20 30.9 3 1 
Middle Atlantic. .... 33.85 22.3 4 3 
OS Sea 19.72 10.7 5 5 

6 6 


New England. ..... 19.27 8.0 
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The relationship between values and rate of tenancy 
may seem at first glance to be a very uncertain one, 
and therefore worthy of little attention. But the 
absence of correlation in these particulars is due mainly 
to the high rate of tenancy in the West North Central 
division, and to the low rate in the Pacific division; 
aside from these two divisions the rankings on the 
two bases are similar indeed. It will be remembered 
that in the West North Central division the condi- 
tions are especially favorable for the development 
of the type of farming to which the American system 
of leasing is adapted, and this fact accounts for the 
relatively high percentage of tenancy in this division. 
The table given above shows the Pacific division to 
rank second in value per acre, altho this and the 
West North Central division (which ranks third in 
that respect) are less than a dollar an acre apart. It 
cannot be doubted that if we consider only the char- 
acteristic part of the West North Central division 
— that is exclusive of the great body of very cheap 
land in the extreme western and northern portions 
— then the North Central and Pacific divisions change 
place as to rank in value per acre; and this single 
shift brings the rank in value and the rank in tenancy 
very close together for all divisions. But value per 
acre is only one factor affecting the proportion of 
tenancy. As will be pointed out presently, other 
factors figure with unusual prominence in the western 
states, holding the percentage of tenant farms below 
what it would be were only the more general type of 
farms found. It remains true, however, so far as 
regards farming of the more usual sort, that the pro- 
portion of tenant farms rises with the rise in land 
values. 

The percentage of tenancy in the western states in 











TENANCY IN THE WESTERN STATES 367 


1910 was less than that in 1900, when 16.6 per cent 
of the farms were in the hands of tenants. The de- 
crease is apparently due to two main causes. In the 
first place the great number of new farms taken from 
the public domain has increased the number of owned 
farms and contributed but little to the number of 
tenant farms. On the other hand, the development 
of special lines of agriculture, particularly the growing 
of fruit, has resulted in an increase in the number of 
small farms in the hands of owners. Aside from 
these two main causes there are important changes 
in respect to some of the leading kinds of farming, 
such as wheat growing; accompanying these move- 
ments there has been a considerable change in the 
percentage of tenant farms. In the main the tenant 
farms are about the same in size as are the owned 
farms, altho among the owned farms is found a great 
majority of those upon which fruit is the chief crop. 
This would seem to point towards a smaller size; but 
the tendency is largely offset by the fact that amongst 
the owned farms are found also the greater proportion 
of live stock farms, which are on an average very 
large. It is then the farms intermediate between 
these largest and smallest ones, namely, the farms 
on which the most of the general farming is done, 
such as the growing of the cereals, which show the 
greater number of tenants. 

The land highest in price is not that which for the 
most part constitutes the tenant farms; the situation 
being thus unlike that in the North Central states. 
On the contrary, inasmuch as the land highest in price 
is that used for fruit growing and this industry is 
mainly in the hands of owners, a large percentage of 
ownership instead of tenancy appears on this highest 
priced land. 
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In California, within the counties in which land is 
worth $60 or more per acre, the percentage of tenancy 
is 20.1, while in the counties in which it is worth from 
$30 to $60 per acre, the percentage of tenancy is 22.5, 
and in those under $30 per acre, 19.8 per cent. The 
situation, with reference to the high-priced land, is 
unlike that in any one of the states of the Middle 
West. Likewise, in the state of Washington, in the 
counties in which the average value of land is $60 
or more per acre, the percentage of tenancy is 12.9, 
in counties with values from $30 to $60 per acre, 
the percentage of tenancy is 15.9, while in counties 
with farm land valued at less than $30 per acre it is 
11.7 per cent. In Colorado the counties with land 
at $35 and over per acre show 25.7 per cent of ten- 
ancy; those with land at $20 to $35 per acre, 30.8 
per cent. 

Using as the criterion the total value of the farm 
instead of value per acre, it appears that the tenants 
are in charge of the high-priced farms much more 
than is the case with those low in price. In Oregon 
the group of counties showing the lowest priced farms 
has 12.5 per cent of all farms in the hands of tenants; 
the group of medium price, 16.2 per cent; and the 
group of highest price, 17.6 per cent. In Washington 
the percentages on the same basis are 6.2 per cent 
for the cheapest farms, 12.7 for the medium, and 19.9 
for those highest in price. In Colorado the low-priced 
group shows 9.8 per cent of tenant farms, the medium, 
18.7 per cent, the highest priced group, 28.7 per cent. 
This relationship between price of farms and tenancy 
is due in the main to one general fact. Here as else- 
where the tenants are doing the extensive rather than 
the intensive farming; they are the grain farmers. 
Conditions are such that the average value of the 
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grain farm is above that of the stock farm, since the 
latter, altho large, is usually very low in price per 
acre. Again, the grain farm as a unit is of higher 
value than the fruit farm, since the latter, tho high 
in value per acre, is of small size. 

The proportion of farms in the hands of tenants has 
increased simultaneously with the growth of the small- 
grain industry, and has decreased where small-grain 
farming has declined. For the Western division 
as a whole the tenants have been raising about 50 
per cent more than their proportional share of the 
oats and wheat, and more than double their share of 
the barley. Wheat growing was carried on in Cali- 
fornia on a considerable scale for many years until 
within the past decade, and was located mainly in the 
great central valleys of the state. With hardly an 
exception the counties in which there were great 
acreages of wheat show a higher percentage of tenancy 
than the average for the state. Since 1900 the wheat- 
growing industry has declined greatly throughout 
these valleys, and during the same time the percentage 
of tenancy has fallen from a proportion above that for 
the whole state to one quite below it. The same 
situation is found in Oregon, where with the decline 
of the wheat industry in the western part of the state 
the proportion of tenant farms has decreased to a 
marked degree. On the other hand, the acreage of 
wheat has increased rapidly in the northeastern part 
of the state and at the same time the proportion of 
tenant farms has gained rapidly. So in the state of 
Washington: while the percentage of tenant farms 
decreased during the past decade for the state as a 
whole, there was a sharp increase in the southwestern 
part of the state, where also the acreage of wheat 
increased very greatly, — in fact, more than doubled. 
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Within the 12 counties leading in wheat, which pro- 
duce 95 per cent of the wheat grown in the state, 24.2 
per cent of the acreage of this grain is reported by 
tenants. 

In contrast to the high percentage of grain-producing 
farms in the hands of tenants is the very low per- 
centage of fruit farms so operated. The situation 
found in the eastern states is repeated in the West 
with emphasis, the more pronounced condition being 
due to the more highly specialized ch«~scter of the 
western fruit farming. The more val the fruit 
farm, either per acre or as a whole, the ‘kely is it 
parted with under lease. The oranges, lemons, grapes, 
and apples are produced mainly by men who own 
the land on which they are grown. Of the great 
orange crop of California less than 2 per cent is grown 
by tenants, and of the lemon crop but little over 4 
per cent. Vineyards are not so high in price per acre 
as are orange and lemon groves, neither does it take 
so long to bring them to bearing age; hence a some- 
what larger percentage is in the hands of tenants. 
Yet in the 14 leading grape-growing counties of Cali- 
fornia the proportion of grapes produced by tenants 
is but 9.2 per cent, while in the same counties the 
proportion of tenant farms is 21 per cent or over twice 
as great. Apples are not grown so exclusively by 
special farmers; they are reported in considerable 
quantities from farms on which grain is the leading 
source of income. Hence the grain farms in the 
hands of tenants frequently produce important amounts 
of apples. In the seven leading apple-growing counties 
of Washington one-sixth of the farms are operated 
by tenants, but they report only 13 per cent of the 
apples grown. This, however, does not give an accu- 
rate picture of the situation, since several of these 

















371 





TENANCY IN THE WESTERN STATES 


counties are among the greatest in the production of 
wheat, a fact which accounts for the relatively high 
percentage of tenancy. Within these counties apple 
growing is a subordinate industry. It is in such 
counties as Chelan (Washington) or Hood River 
(Oregon) that the characteristics of the apple farm 
can be found well isolated. In both of these counties 
the proportion of tenancy is low; in Chelan county, 
6.6 ‘per cent, in Hood River, 5.5 per cent. In Chelan 
county the tenants report only 4.5 per cent of the 
apple trees of the country; and in Hood River only 
5.6 per cent. For each of these counties the tenants 
report a higher percentage of the total quantity of 
apples than of the total number of trees, showing that 
in a few instances bearing orchards are rented. 

Unlike fruit growing, the raising of vegetables is 
very frequently done by tenants. In 1900 the tenants 
of the western states operated more than double 
their proportional number of vegetable farms, and 
altho the same classification is not made for the 
census of 1910, the situation is apparently unchanged. 
The most important vegetable-growing districts of 
the West are in the vicinity of Los Angeles and Seattle. 
In Los Angeles county 52 per cent of the vegetable 
acreage is reported by tenants, and about the same 
in King county, Washington, in which Seattle is 
located. These vegetable farms are of small size, 
consisting usually of a few acres of land rented for 
cash to Japanese or Chinese gardeners. 

As in other parts of the United States, the tenant 
of the Western division owns comparatively little 
live stock. In 1900 he had not much over half his 
proportional share; in 1910 the situation was not 
greatly changed. In a few states, however, the tenants 
have their full quota of dairy cows, while they un- 
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doubtedly have in all cases their full share of draft 
animals, altho it is difficult in the statistics available 
to distinguish them from range animals. 


Per cENT OF THNANCY 1880-1910 











1910 1900 1890 1880 

Western States ..... 14.1 16.6 12.1 14 
Montana. ...... 8.9 9.2 4.8 5.3 
MS 6 6's ee ke 10.3 8.7 4.6 4.7 
Wyoming ...... 8.2 7.6 4.2 2.8 

Colorado. ...... 18.2 22.6 11.2 13 
New Mexico ..... 5.5 9.4 4.5 8.1 
Arisona ....... 9.3 8.4 7.9 13.2 
SR a eo 7.9 8.8 5.2 4.6 
Nevada ....... 12.4 11.4 7.5 9.7 
Washington ..... 13.7 14.4 8.5 7.2 
Oregon ....... 15.1 17.8 12.5 14.1 
California ...... 20.6 23.1 17.8 19.8 




















Since 1880 tenancy in the western states has fluc- 
tuated considerably, as the table shows. Beginning 
in that year with 14 per cent it fell to 12.1 per cent 
in 1890, rose to 16.6 per cent in 1900, and decreased 
again in 1910 to a figure just barely above that of 
thirty years before. Notwithstanding the decrease in 
tenancy in the North Atlantic states during the past 
decade, there has been in general an appreciable 
advance in the proportion of tenant farms for the 
thirty-year period between 1880 and 1910. But the 
western states show no such tendency. Of the 
eleven states in the Western group but a single one, 
Wyoming, shows for the whole period an uninter- 
rupted increase in the proportion of tenancy, and as 
it happens, it has had throughout nearly the lowest 
proportion of any of these states. With hardly an 
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exception, the states in which the most extensive 
systems of farming have predominated, and these 
are the older states in point of agricultural develop- 
ment, are the ones in which the percentage of tenant 
farms is highest. 

For the United States other than the South, 25.6 
per cent of the farms in 1910 were operated by tenants, 
as compared to 25.5 per cent so operated in 1900. 
The difference seems to be virtually nil. To say, 
however, that the advance in the proportion of tenancy 
has come to a standstill would be unwarranted. As 
shown in the preceding articles in this series the 
tendency is still apparently toward more tenancy in 
the greater portion of the upper Mississippi valley, 
by far the most important agricultural area of the 
North. This tendency toward slow but certain in- 
crease is offset for the present, partly by the decreases 
in the East where cheaper land and specialized farming 
promote ownership, and partly by the peculiar con- 
ditions of the Western division of states, where both 
specialized agriculture and the public domain are 
factors in keeping the proportion of ownership high 
and that of tenancy low. No type of farm is immune 
from tenancy infection, tho a few types are nearly so, 
while on the other hand, certain types are especially 
susceptible. The change, so far as the great body 
of farms in the North is concerned, is imminent, not- 
withstanding the apparent respite in the advance. 
Yet it remains true that the increase in the proportion 
of rented farms for the United States as a whole, from 
35.3 per cent in 1900 to 37 per cent in 1910, is due 
chiefly to the relative increase of farms of this class 
in the South, where the problem is an essentially 


different one. 
Altho there are many tenants in the United States 














374 QUARTERLY JOURNAL OF ECONOMICS 


there is, outside of the colored tenants of the South, 
no tenant class. The tenants are young men who 
turn to this way of getting a start in the business of 
farming. In almost all cases the beginning is made 
in the hope of becoming a farm owner within a com- 
paratively few years. That hope, tho frequently 
long deferred, is eventually realized in the greater 
number of cases. For example, the census of 1900 
shows that between the ages of 25 to 34 more farmers 
were tenants than farm owners. But the change 
in form of ownership begins at once after the age of 
34, and for the higher age groups owners are more 
numerous than tenants. At the age of 65 years or 
over owners are more than five and a half times as 
numerous. There has been much dispute as to whether 
or not tenancy is a step toward ownership, but the 
case does not seem open to argument. Tenancy is 
a means of getting a foothold and makes possible 
the ultimate ownership of land. The only question 
—an open one — is whether it is the best means of 
accomplishing the result. 

Tho we have many tenants, we do not have, outside 
of a few instances, a tenant system. The relation 
of tenant to landlord is an uncertain one, and very 
frequently one unsatisfactory to both parties. Such 
it must remain until the landlord is willing to content 
himself with a reasonable rate of income on the in- 
vestment rather than to hope for something more 
than ordinary income, something in the nature of 
speculative gain to be realized only by selling the 
land. On the other hand, the tenant must be given 
some assurance that he may stay, if he wishes, more 
than a year or two on the same farm. Men fail to 
become land owners, or postpone for years the time 
when they become owners, because farming as they 
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pursue it does not pay well enough to enable them to 
buy land. The reason it fails to pay better is doubtless 
because the tenant as a rule is not a good farmer; but 
the fault is not altogether his. The owner of the land 
leases it under such terms that the tenant is not en- 
couraged in the use of scientific methods. The tenant 
is far from being a conservationist. He is interested 
in immediate results, and immediate results are ob- 
tained by exploitation. Moreover, the tenant does 
not even produce the best crops; he lags behind the 
farmer who tills his own soil. From two standpoints, 
then, society has cause for complaint; for society has 
a right to expect good results in the yield of crops 
and such care of the soil that it will continue at its 
maximum productivity. Furthermore, society is con- 
cerned with the relation of every individual to the 
community; but the tenant is little disposed to assume 
community responsibilities. 

To complain of the growth of tenancy is useless. 
The serious question is that of a remedy. A remedy, 
if there be one, must be in the nature of a plan by 
which a young farmer can buy land. With the land 
high in price, the purchase must be mainly on credit. 
True, the products of the farms are also high in price, 
but our bunglesome system of distribution returns 
to the farmer but half or two-thirds of the price the 
consumer shortly pays. Could the farmer overcome 
this expensive way of getting his wares to the market, 
he could more easily own the land on which they 
grow. Another great problem is that of agricultural 
credit. It has been well solved in several European 
countries; but in America the farmer pays a high 
rate of interest on what he borrows, and is frequently 
short of ready capital for carrying on advantageously 
the operations of the year. A good system of marketing 
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and a good system of credit would retard the move- 
ment toward tenancy. But even so, an equitable 
system of leasing land is needed, one which in itself 
will make tenancy more tolerable and possibly less 
frequent. The arrangement under which one man owns 
the land and another tills it is not necessarily bad ; it 
may conceivably be of advantage. Yet it must be 
recognized that land ownership on the part of the 
farmer is one of the best assets he can have both as 
@ producer and as a citizen. 


BenJAMIN H. HIBBaARpD. 
Cxzunsvus Burzav. 
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NOTES AND MEMORANDA 


MINORITY SHAREHOLDERS IN RAILROAD 
COMBINATIONS 


A complicated phase of inter-railway relations in connec- 
tion with consolidation arises out of conflict of interest 
between majority and minority stockholders. This conflict 
is peculiarly likely to occur whenever a bare majority of the 
stock of one railroad is held by another railway company. 
Abuse of corporate control may be exercised in two dis- 
tinct ways; the majority may manage the smaller company 
permanently in the interest of the dominant owner, regard- 
less of the rights of the minority to a fair return upon their 
investment; or else it may so operate it for a time as to 
force the minority to sell out their holdings at a sacrifice. 
The best illustration of the latter policy is afforded by the 
leading case of the New York and Northern Railroad, as 
adjudicated in 1896 by the state Court of Appeals.! The 
New York Central, being desirous of acquiring this little 
company which operated a short line from the Harlem 
river north, first acquired a substantial block of its second 
mortgage bonds, together with a majority of its capital 
stock. It then proceeded, as alleged by the minority stock- 
holders, to cancel valuable traffic contracts as well as so to 
operate it as to cause default in the interest on the bonds. 
The New York Central thereupon, as holder of these bonds, 
sought to foreclose upon the mortgage, buy it in at auction, 
and thus “ freeze out ”’ the minority stockholders. Simon 
Sterne, representing their interests, however, after pro- 
tracted litigation succeeded in preventing this outcome. 
A somewhat similar policy, except as to the details of pro- 


1 150 N.Y., 410. 
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cedure, seems to have been adopted in 1902 by the Rock 
Island directorate in order to force the minority stock- 
holders of the Choctaw, Oklahoma and Gulf to accede to 
their program of combination. Manipulation of the same 
sort is charged in the protest of the minority shareholders 
of the Rutland Railroad in 1912 against their treatment 
by the New Central management, in connection with pro- 
ceedings before the Public Service Commission relative 
to transfer of the Rutland company to the New Haven 


The other policy, that of protracted operation of a sub- 
sidiary line for the benefit of another railroad owning a 
majority of its shares, rather than for the immediate interest 
of all its own shareholders alike, is illustrated by the ex- 
perience of the Kanawha and Michigan. The facts have 
been brought to light in the course of litigation in the Federal 
courts extending over the greater part of a decade.’ It 
forms a part of the checkered history of the ill-starred 
Hocking Valley Railroad. The smaller company, the 
Kanawha and Michigan, held a strategic position in the 
Ohio and West Virginia coal fields. It was ever likely to 
develop into a “ disturbing factor” in the general policy 
of rate harmony initiated by the Trunk Lines after 1900. 
It was at the time free of indebtedness and in a fair way 
to prosperity; the stock sold nearly at par. A bare majority 
of this stock was acquired by the Hocking Valley; which, it 
is alleged, has since that time continuously subordinated 
the interests of the Kanawha and Michigan company to 
its own advantage. Opportunities for independent develop- 
ment have been refused, as well as all new sources of busi- 
ness and other railway connections. The new Virginian 
Railway, for example, constructed by the late H. H. Rogers, 
might easily have afforded it an excellent outlet to the 
south and east. This policy of repression was pursued 
for years with the result that no dividends were ever paid 
upon the capital stock. The state of Ohio brought pressure 


1 Reviewed in an add by Samuel Untermeyer before the New York County 
Lawyers’ Association, January 5, 1911. 
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to secure its release; but these efforts were thwarted in 
various ways by transferring its shares from one hand to 
another. The final outcome was a surrender of the minority 
shareholders through a sacrifice sale of their holdings. 

During these same years the minority shareholders of 
the Hocking Valley itself have been protesting in the Federal 
courts against the compact of 1902, whereby 51 per cent 
of its stock was apportioned among five neighboring roads 
in Trunk Line territory. The object was evidently in this 
case simply to prevent this road, a minor cross line, from 
disturbing the harmony of the rate situation. The minority 
stockholders, however, allege that a limitation of the joint 
holdings of these companies to bare majority control has 
deprived them of a market for their property. How the 
acquisition of the road by the Chesapeake and Ohio in 1911 
may affect the interest of all parties concerned remains to 
be seen. : 

Many other illustrations of abuse, real or alleged, of bare 
majority control to the detriment of minority shareholders 
might be mentioned.' In most cases the fairness of the 
management is a matter of business judgment; depending 
generally upon the policy adopted as to charging better- 
ments to capital or income account. And the courts are 
very properly chary of hampering boards of directors in the 
exercise of this discretion. But there can be little doubt 
that such arrangements are always fraught with real danger 
to the powerless minority interest. On the other hand, it 
should be recognized that the power of a small minority 
to obstruct proceedings, in order perhaps to compel a pur- 
chase of their holdings at exorbitant prices, must be subject 
to proper control by judicial authority. Blackmailing 
suits and obstructive legal proceedings, either for purely 
speculative purposes? or in the interest of extortion, have 
been too frequent in our industrial history. Nevertheless, 


4 St. Joseph and Grand Island; Central of Georgia; Chicago and Eastern Illinois; 
cited in detail by the author in The Railway-Age Gazette, January 5, 1912, p. 19 et seq. 


2 The Keene Southern Pacific Pool; Quarterly Journal of Economies, vol. xxv, 1911, 
p. 205. 
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the striking tendency toward railway consolidation since 
1900, and the demonstrated ease with which a concentrated 
body of stock, even far short of an actual majority, may 
carry matters with a high hand, regardless of minority _ 
rights, have proved the need of remedial legislation. The 
extraordinary position of the small percentage of still in- 
dependent (‘‘non-assenting”) stockholders of the Lake 
Shore road, standing in the pathway of its actual merger with 
the New York Central at this time, affords an instance 
of the conflicting interests involved. The New York Cen- 
tral has for years managed the Lake Shore primarily in its 
own interest, even to the extent of using it as its fiscal agent 
in controlling the Reading and other subordinate roads in 
Trunk Line territory. Nice questions of conflicting rights 
between majority and minority interests have naturally 
arisen all along the line. 

Assuredly no undue obstacle should be placed by law in 
the way of a straightforward movement toward combina- 
tion of connecting, non-competing railroad companies. 
All such movements make for better service, simpler finan- 
cing and more economical management. But there is a wide 
difference between buying the property, —e. g., the entire 
capital stock of a company— and merely acquiring 51 per 
cent of its shares. It is this latter practise which should 
be regulated. The propositions and debates in Congress 
dealt with the matter at length, following out the plans in 
the President’s message of 1910; but unfortunately the 
Mann-Elkins act did not cover the point at all. The matter 
has, however, been revived by the wise recommendations 
of the Railroad Securities Commission authorized under 
that law. These recommendations may best be stated by 
the following excerpt from its report. 


Any company, or group of companies, which has purchased a 
majority of the stock of any existing road may properly be re- 
quired to buy the minority stock at the same price as that paid 
for the majority stock where the price has been uniform. If the 
price has not been uniform, the purchase should be either at the 
average price paid for such holdings or at a price to be fixed by 
appraisal, at the option of the minority stockholders. 
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If a company has acquired control of the common stock of 
another, but not of its preferred, it should be required either to 
buy the preferred stock or to make the preference cumulative. 
For the continued existence of a non-cumulative preference under 
such conditions will offer constant temptations to unfair dealing, 
if not to actual fraud. 

In order to avoid vexatious opposition to consolidation by a 
minority it should be possible, after such an offer had been fairly 
made, to convey the property by three-fourths vote of the share- 
holders and dissolve the corporation. The purchase of less than 
a majority of the stock of one line by another (except as one of a 
group of railroads jointly holding the stock of some connecting 
company) should be discountenanced and as far as possible pro- 
hibited. 


It is to be hoped that Congress will deal with this im- 
portant matter in connection with whatever supplementary 
legislation is needed to round out our present Interstate 
Commerce Laws. Mere cumulative voting for directors on 
the principle of certain proposed reforms in the laws re- 
specting the suffrage, in order to curb the tyranny of polit- 
ical majorities, might do something. But it would need 
to be a part of a general plan for Federal incorporation of 
railroads. That is a proposal of larger scope, which, it 
should be added, is also favorably treated by the Railroad 
Securities Commission in another part of its Report. 


Wii Z. RIpiey. 
Harvarp UNIVERSITY. 


STATE BOUNTIES AND THE BEET-SUGAR 
INDUSTRY 


State bounties as a method of stimulating the development 
of the beet-sugar industry in the United States were most 
in vogue from 1895-98. There were some cases of state 
bounty granting before this and a few have occurred since, 
but the main activity took place during the three years 
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following the expiration of the bounty period of the McKinley 
Law (July 1, 1895). 

As a rule the state bounties granted during this period 
took the form of a rate per pound (usually one cent) paid on 
the sugar product, and commonly providing as a condition 
of payment that the beet growers be paid at least a stipu- 
lated price per ton for the beets (usually $5). On the 
most common basis,—one cent for sugar bounty, with 
$5 per ton to be paid for beets, — the extra beet price 
nearly offset the bounty on sugar, so that the beet growers 
in fact secured most of the money paid out under the bounty 
law. 

Nebraska was one of the pioneers in the payment of beet- 
sugar bounties. That state had two experiences with the 
practice, one before and the other during the time of greatest 
activity in state bounty payments. In the year 1889, 
when the Oxnards established a beet-sugar factory at Grand 
Island, Nebraska, that enterprise was fostered in a number 
of ways, including an outright gift of the land on which 
the factory stood, a cash bonus, and a state bounty of 
one cent per pound on sugar produced. This bounty yielded 
$7,364 for the caiapaign of 1890; in the following year the 
bounty was withdrawn. The same group of capital under- 
took to establish a second factory at Norfolk, Nebraska, 
in 1892. But the farmers of the district, in view of the 
election results, which pointed to the repeal of the Me- 
Kinley bounty, were not very enthusiastic about the enter- 
prise; and this, combined with the dry year of 1894, almost 
killed the industry in that state. 

In March, 1895, the state came to the rescue of the lan- 
guishing industry, and the legislature passed a new bounty 
law, offering § of a cent a pound on all sugar manufactured, 
provided the beets brought the farmers at least $5 a ton. 
Since the amount of bounty on the finished sugar just about 
covered the extra cost of the beets, it amounted virtually 
to a bonus of $1 a ton for the beet growers. Under the 
stimulus of this law some 9000 acres were put under beets 
for the two Nebraska factories for the crop of 1895. The 

















NOTES AND MEMORANDA 383 


legislature of 1896 did not favor the principle, and repealed 
the bounty law. The Grand Island and the Norfolk fac- 
tories nevertheless paid the farmers the extra price for beets, 
and filed with the state a claim for the bounties, due under 
the old law. This claim, which amounted to $40,000, was 
in the courts for a number of years, and it was not until 
1904 that the law finally was declared unconstitutional. 
The two subsidized factories, and two others established 
later, have one by one gone out of business. No beet-sugar 
factories are now in operation in Nebraska. 

The state of Michigan had an experience with bounties 
which in many respects was even more striking than that 
of Nebraska; tho the industry established under the impulse 
given by the bounty law has survived in Michigan much 
better than it did in Nebraska, a result due, no doubt, to 
natural conditions more favorable to the industry in Michi- 
gan than in the latter state. The legislature of 1897, in 
Michigan, passed a law providing for a bounty of one cent 
per pound to be paid for sugar made from beets for which 
at least $4 per ton had been paid to the farmers. An ap- 
propriation of $10,000 was made to cover the payment of 
the bounty, and it was provided by the law that any excess 
over this amount should come from the general fund not 
otherwise appropriated. It was further provided that any 
factory with a capacity of at least 2000 pounds of sugar per 
day, erected while this act was in force, should be entitled 
to receive the bounty for a period of at least seven years 
from the date of the enactment of the law, March 26, 1897. 
The Michigan Sugar Company, with a factory at Bay City, 
in the campaign of 1898, made over 7,500,000 pounds of 
sugar and, therefore, claimed $75,000 in bounties from the 
state. By 1899 there were eight companies in operation, 
and their combined bounty claims for that year amounted 
to $301,106.13. 

The legislature of 1899, frightened by the large amount 
of the claim made under this bounty law, amended the act, 
reducing the bounty to 4 cent per pound; but the legisla- 
ture refused to fix the limit of the bounty at $25,000 as 
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recommended by the governor, and accordingly the governor 
vetoed the new law, leaving the old law still in effect. The 
matter was then brought before the Supreme Court of 
Michigan in connection with a suit for bounties unpaid, 
and the court declared the law unconstitutional, since it 
was “ not a proper expense of the state on which a tax could 
be predicated.” A large part of the industry thus ertifi- 
cially stimulated remained in Michigan even after the 
bounty law was declared unconstitutional, and Michigan 
today ranks as the third largest beet-sugar producing state 
in the Union. 

The legislature of the state of New York, on May 18, 
1897, passed a bounty law, appropriating $25,000 to be 
given to beet-sugar manufacturers, provided none received 
more than one cent per pound, and provided also that the 
factories should pay to the farmers not less than $5 per ton 
for the beets used in manufacturing the sugar on which 
the bounty was paid. In 1898, $50,000 was appropriated 
to cover the expense of this bounty. Tho the maximum 
limit of the bounty was subsequently reduced to 4 cent 
per pound, the policy of paying a direct bounty for sugar 
production in the state of New York was not entirely 
abandoned until the year 1907. Of three factories oper- 
ating in New York under the law at various times, one still 
survives. 

Utah is one of the few states which has paid a sugar 
bounty without any apparent subsequent regrets or change 
of heart. In the year 1896, the state voted a one cent per 
pound bounty to the new factory at Lehi, and it seems to 
be pretty generally agreed that this aid, granted for the first 
two years, was an important factor in the firm establishment 
of that plant as a successful manufacturing enterprise and 
a profitable outlet for a new crop. 

One of the late comers into the bounty field was Kansas, 
and, of course, its methods were original and direct. The 
state of Kansas, in 1904, paid its first bounties under a law 
which differs from nearly all other state bounties in that 
the bounty of $1 a ton on beets grown was paid directly to 




















385 





NOTES AND MEMORANDA 


the farmers instead of being paid indirectly by the sugar 
factory. A limit of $5000 was set for this bounty, and it 
was provided that if the claims for bounty totalled more 
than this amount, the $5000 should be divided pro rata 
among all growers on the basis of their tonnage. In 1904, 
6,378 tons were produced, so that the farmers each received 
almost the full bounty of $1 per ton. In 1905, there were 
8,605 tons grown by 132 farmers; and in 1906, 69,000 tons 
were grown by 245 farmers. Of this total, 11,000 tons 
were grown by the United States Sugar and Land Company, 
and were chiefly manufactured at the company’s plant at 
Garden City, altho small quantities were shipped to other 
factories, also under control of the company, at Holly and 
Leavitt, Colorado. 

The state of Idaho passed a bounty law which was brought 
into the courts before any money was paid under it, and was 
finally declared unconstitutional only a short time before 
the bounty period provided by the law expired automatically 
in 1904. - 

The state of Washington, in 1898, passed a law providing 
for a bounty of one cent per pound on raw sugar, with a 
limit of $50,000. This was to be paid only to factories 
built before November 1, 1899 (afterwards extended to 
1901). It was to be in effect only three years. Only one 
factory made claims for bounties under this law. 

The state of Minnesota, in 1898, passed a bounty law, 
and paid bounties in 1898 and 1899 to a single factory. 
The payment was refused in 1900, and the law, under contest, 
was declared unconstitutional. 

Iowa and Wisconsin varied the form of bounty somewhat, 
by not giving a direct money payment, but providing merely 
for exemption of the beet-sugar factories from taxation; the 
Wisconsin law running for five years from 1897. 

The states of South Dakota, Indiana, Pennsylvania, and 
Illinois form a group of states in which a bounty law was 
passed for beet-sugar production, but in which no money 
was ever paid out, because no one came forward who had 
complied with the requirements of the statutes. The 
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state of New Jersey had a peculiar experience in that a 
bounty law was passed by the legislature in 1898, but was 
vetoed by the governor, on the ground that experiments 
did not indicate sufficient reason to believe that the estab- 
lishment of the industry was feasible in the state. 


P. T. CHERINGTON. 
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. History and Principles of Roman Law. Asst. Professor McIuwatn. 


Theories of the State and of Government. Mr. YEoMANs. 
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. Selected Problems in Public on 


The Government of England. Mr. Yzomans. 
Governmen' 


ts.) 
i ye Professor Strmson.] 

Municipal Government. Asst. Professor — 

Municipal Reform in the United States. H. 

oA cemle eopal adler pala arate. Mr. JoserH Warren, 

Public and Control. Half-Course. . Hotcomns. 

ip and Control. Half-course. Dr. How 

COMBE. 


Primarily for Graduates 
i of Municipal Administration. Mr. Matraews and Asst. Professor 


The ement of the French Soeet Depeiie. Half-course.] 

The Government of the German — Half-course. | 

— Political System, National, State, and Municipal. Professor 
RT 

American lomacy. Professors Hart and WI1son. 

Internati Law as administered by the Courts. Professor Wiison.] 

American Constitutional Law. Mr. Yeomans. 

Selected Cases in International Law. Professor WILSON. 

Colonial Administration.] 


Courses or RESEARCH 


Selected Topics in Municipal Government. Asst. Professor Munro. 
International Law. Professor Witson. 
American Institutions. Professor Harr. 


ECONOMICS 
Primarily for Undergraduates 
Principles of Economics. Professor Tavssia. 


For Undergraduates and Graduates 


Economic Theory. Professor Taussia. 

Principles of _ Cosiemt. Professor CaRvER. 

Statistics. Professor RiP.ey. 

Economics of Transportation. Half-course. Professor Ripuey. 

European Industry and Commerce in the Nineteenth Century. Half-cours. 
Professor Gay. 

Economic and Financial History of the United States. Half-course. Professor 


Gay. 
. Introduction to Public Finance. Half-course. Professor BuLiock. 


The Theory and Methods of Taxation. Half-course. Professor BuLLocx. 
Money, Banking, and Commercial Crises. . Day. 


The Distribution of et Ay Half-course. Professor CARVER. 


: Methods of Social Reform. Half-course. Professor CARVER. 


of Accounting. Asst. essor CoLe. 
The Law of Competition and Combination. Half-course. Professor WYMAN. 
Economics of Agriculture, with special reference to American conditions. Half- 
course. Professor CARVER. 
Socialism and the Social Movement in Europe. Dr. Rapparp. 
The Financial Aspects of Industrial Combinations. Half-course. Dr. Drwina. 


Primarily for Graduates 


Mediaeval Economic History of Europe. Half-course. Dr. Gray.] 
Methods of Economic neeentien. Half-course. Professor CARVER. 
History and Literature of ics to the year 1848. Professor BuLLocx. 
Public Finance (advanced course). Professor BULLOcK. 
German and French of the Nineteenth Century. Professor Gay. 
Economic Development of Antiquity. Half-course. Asst. Professor Frrav- 
SON. 
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Courses or RESEARCH 


2a. The Economic of England. Professor Gay. 
_. — Theory. ona Carver. 
les of Co tion Finance. Professor RiPizy. 
a. The momic History of the United States, with special reference to Tariff 
Legislation. Professor Tavussic. 
2%e. American Taxation and Finance. Professor BuLLock. 
20f. Currency and Crises. Asst. Professor SPRAGUE. 
7 Banking. Asst. Professor SpraGueE. 
Mediaeval Economic History. Dr. Gray. 


Tae Seminary IN Economics 


SOCIAL ETHICS 
For Undergraduates and Graduates 


i. ~~ Problems of Poor Relief, the Famil ily, Temperance, and various phases of the 
Labor Question, in the light of ethical theory. Professor Prasopy, Dr. Forp, 

and Dr. ForrstTEr. 

Practical Problems of Social Service. Half-course. Dr. Brackett. 

Criminology and Daag moe Half-course. | 

Selected Topics in Ethics. Half-course. Dr. Brackett, Dr. Forp, and 
Dr. ForrsTEr. 

Social Amelioration in Europe. Half-course. Dr. FomrstTsr. 

Rural Social Development. Half-course. Dr. Forp. 


No Bp 


Primarily for Graduates 


20a. Seminary of Social Ethics. Professor PEaBopy. 

20b. arene of the Social Question. Professor PraBopy. 

20c. School for Social Workers. Dr. Brackett. 

20d. School for Social Workers. Advanced course. Dr. Brackett. 


Descriptive pamphlets relative to the above-named courses for the year 1912- 
1911, with circulars regarding admission to Harvard College and the Graduate Schools, 
may ‘be obtained by applying to 

THE SECRETARY OF THE FACULTY OF ARTS AND SCIENCES, 
University Hall, Cambridge, Mass. 
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